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WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF ADMINISTRATION P.O. BOX 110200

JUNEAL, ALASKA 988110200

_ : ' PHONE: (907) 466-2200
OFFICE OF THE COMMISSIONER CFAX:  {307) 455-2496

December 16, 1933

The Honorable Walter J. Hickel
Governor

Office of the Govemaor

P.O. Box 110001

Juneau, AK 99811-0001

Dear Governor Hickel:

It is my pleasure to submit to you the Component Unit Financial Report .of the Alaska Public
Employees' Retirement System (PERS) and Teachers' Retirement System (TRS).

This report shows the financial condition of both the PERS and TRS funds as of June 30,

1993. It has heen prepared on the basis of standards set forth by the Governmental

Accounting Standards Board and Financial Accounting Standards Board and is submitted
in accordance with the requ:rements of Alaska Statutes 39.35.020(5) (PEFIS) and

14. 25 Q30(4) (TRS).

Sincerely,

Nancy Bear Usera
Commissioner

NBU/Az
19/6/AFR92GOV. PM4
Enclosure
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WALTER J. HICKEL, GOVERNOR
PLEASE REPLY TO:
: ' ;o gb%gﬁf );Pf(oggg” 0203
: - o S _ ; PHONE:  {607) 465-4460
DEPARTMENT OF ADMINISTRATION /| ~ _ Fx  onssss
' _ - f : I 701-EAST TUDOR RD, SUITE 240

ég - ANCHORAGE, AK 28303-7445

" DIVISION OF RETIREMENT AND BENEFITS ¢ Bl vl

December 18, 1993

Commissioner Nancy Bear Usera
Department of Administration
P. O. Box 110200

~Juneau, AK 29811-0200

Dear Commissioner USQFE.

~tis my pleasure to present the Component Unit Flnanclal Report of the Publ:o Employees and Teach-
‘ers' Retitement Systems (Systems) for the fiscal year ended June 30, 1983, Responsibility for both the:

. accuracy of the data, and the completeness and fairness of the presentation, including all disclosures,
rests with the management of the Systems. To the best of my knowledge and belief, the enclosed data
is accurate in all material respects and is reported in a manner designed to present fairly the financial

" position and results of operations of the Systems. Al disclesures necessary to enable the reader to
gain an understandmg of the Systems' f:nanc:ai activities have been included. :

~- The Systems are considerad component umts of the State of Alaska for financial reporting purposes and
" are included in the Comprehensive Annual Financial Report of the State. Although the Systems share a
‘common administration, they are separate entities for legal and financial reporting purposes. Therefore,
the report is separated into two components, one for the Public Employees' Retirement System (PERS).
and the other for the Teachers' Retirement System (TRS), with & common Introductory section. Each of
these components contains a Financial section, an Actuarial sectlon an Investment section, a Statistlcal
section and a Plan Summary saction. :

The Introductory section mcludes the transmitta! letters, along with mformanon about the admmlstra-
tive organization and consulting services utilized by the Systems. The Financial section of each
companent contains the independent auditars' report, the financial statements of the System and the.
‘required supplementary financial information. . The Actuarial section of each component presents the
results of the latest actuariai valuation. The Investment section of each component provides a review
of investment activity for the fiscal year.. The Statistical section of each component displays statistical
tables and graphs of significant data pertaining to each System. Each cnmponent also includes a Plan
Summary section for each System s plan sta.tement '

Alaska Public Employees’ and Teachers' Retirement Systams - o 3
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Commissioner Nancy Bear Usera . - a2 Docember 16, 1993

Number of Participating

Empiloyers : 152 - 150 145 - 61 62 62
N_umber- of Active - _
. Members 30,072 30,721 29,840 8,459 9,238 8,903
Number of Retired B ' : -
Members . g103 = 8,704 8,358 3,891 3p02 = 3544

Average Annual Retirement - :
- Benefit : $12,564 $12,900 $12456 $23,712  $24,000 $23,160

- Average Annual Retiree - _ S o :
Medical Premium $3,137 $ 2,723 $ 2,928 § 3,437 §$2728 $ 2928

The Alaska State Legislature established the TRS, a cost sharing muitiple employer defined benefit
retirement system, on July 1, 1955, and the PERS, an agent multiple employer defined benefit retire-.
ment system, on January 1, 1961 to attract and retain qualified people inta public service employment.
The Systems currently provide service, disability, and survivor retirement benefits, as well as a health
and life plan. ' _ ' Coe : : o

ECONOMIC CONDITION AND OUTLOOK

Fiscal Year 1993 was a year of unaven growth. The Gross Domestic Product (GDP) grew at an average
rate of 4.0% during the first half of the year. Consumer sentiment was high and spending was onan
upward trend. However, the strong economic momantum did not carry through to the second half of the

fiscal year. The economic engine slowed as optimism gave way o reality, and the economy only grew
1.2% during the second halt of the fiscal year. S .

_ Corporate America continued its restructuring and downsizing duting the year. Large scale layoffs
remairied the hation's most reported business news. U.S. industries remained skeptical about the.
strength of the recovery. Uncertainties about the new economic policies and health care proposals also

discouraged the private sector from hiring additional workers,

Inflation appeared to be under control during the fast twelve months. The weak job market put a damper
on wage and salary growth white corporations continued their attempt to control healthcare costs. Other
inflation indicators also painted a benign inflation picture. The Consumer Price Index (CP!) had an

" average rate of 3.0% for the fiscal year. The Jotifnal of Commerce (JOC) Commodity index closed out
the year at 95.5, down from the year's beginning level of 88. In addition, Alaska North Slope Crude Oil,
. Wast Coast prices finished the fiscal year at $16.02 per barrel for the month of June 1893, dewn from:
the year ago level of $20.20 for the month of June 1992. The oil market has continued to deteriorate
with daily spot prices of approximately $10.87.in early December 1993. The oil price weakness could
have a negative impact on State operations in FY-94. ) ' -

Oil related income constitutes 85% of the State's income. The firmness of the oil price ensures & stable

- Alaska economy. During the year, Alaska's real estate market improved. The southeast Alaska real
estate market continued a strong comeback; while the markets in A_ncht;rage and Fairbanks also

improved at slower paces, . o ' E '

© Alaska Public Employaee' and Teachers' Retirsmant. Systems.




-Cormmissioner Nancy Bear Usera -3~ December 16, 1993

Several issues could strongly influence the future state of the economy and the capital markets. The
Clinton Administration hopes that health care reform will eventually lower labor costs and improve the
competitiveness of U.S. industries. If the North America Free Trade Agreement (NAFTA) and the
General Agreement on Tariffs and Trade {GATT) are adopted, they are expected to eliminate many
trada restrictions and lower tariffs and shouid lead to the growth of global economy and the continued
trend of low inflation. The Federal Seserve monetary policy, which was neutral the last part of the year
and helped short-term interest rates remain at record low tevels, will be monitored for its affect on the
cost of capital for U.S. industries, the shape of the yisld curve, and the valuation Ievei of the stock
market

MAJCR iN!TiATWES

Progress L.o*nmues a1 the purchase and implementation of the Systems’ new Combinad F{enrement
Systam (CRS) computer system. The requirements analysis {s nearly complete, with a projected finish
date of mid-December. At that time the project contractor, the Retirement Concepts Group, Lid. of
Colorado Springs, will begin revising their base system to meet our specific heeds. An IBM AS400
computer has been purchased, installed and is already operational. The targe%ed completion date of the
proiect is mid-1995. :

Approxmately 9,000 retirees of the Systems received an automatic Post Retirement Pension Ad]ust-
ment (PRPA) effective July 1, 1992 due 1o the increase in the Anchorage consumer pnce index (CPI}) of
3.6% during 1991. : : o

New procedures were fmplemented by January 1, 1993 fo bring the Systems into compliance with the
federal Unemployment Compensation Amendments Act of 1982. This involved a mandatory 20%
federal tax withhalding on the taxable portion of gligible roflover distributions not directly transferred to
“another afigible plan. The Systems were also required to accomodate members who wished to direcily
transfer their refunds 1o other qualified plans. - . R

Electroric fund t*ansfers of refiree benefits through the Automated Clearing House (ACH) hetwork
-directly to retiree bank accounts was mpiemented this year. Several thousand retirees opted to use
this program when it began.

_ As a part of a s‘tatewide analysis, a preliminary siudy was undertaken to examine the feasibility of
repigcing the current microfiche recordkeeping system with a computer imaging system. The resuils -
were very favorable and a more detailed anaiysis is planned for FY85. : :

Legislation passed in 1992 created the Alaska State Pension Investment Board. The Board met for the
- first time in February, 1993 and assumed fiduciary responsibility of the Systems on July 1, 1953.

_FENANCIAL INFORMATION

_'Accountang Bysaiem and Reporis

" This report haq baen prepared in accordance with the principles of governmentat accountmg and report-
ing as pronounced by the Governmental Accounting Standards Board { (GASB) and the Ametican insti-
tute of Certified Public Accountants. The Financial Statements ars presented in accordance with
Financial Accounting Standards Board (FASB) Statement No. 35, Accounting and Reporting by Defined
Benefit Pension Pians. The Notes to Financial Statements are presented in ascordance with GASB
Statement No. &, Disclostre of Pension infonnafmn by Pubiic Employee Retirament Systems and State
and Local Governmental Employers.

Aiaska Public Empinyeeé' and Teachers' Retirement Systems




Commissioner Nancy Bear Usera : -4 - December 16, 1993

The accrual basis of accounting is used in recording financial transactions. Revenues are recognized in
the accounting period in which they are earned and become measurable without regard to the date of
colfection. Expenses are recorded when the corresponding liabiiities are incurred, regardless of when
payment is made. Gontributions to the Systems are based on the principles of level cost funding with
current service financed on a current basis and prior service amortized over a twenty five year peariod,

Management of the Systems is-responsible for establishing and maintaining an internal control struciure
designed to ensure that the assets of the Systems are protected from loss, theft or misuse and to ensure
that adequate accounting data is compiled to allow for tha preparaiion of financial statements in confor-
mity with generally accepted accounting principles. The internal control structure is designed to provids
reasonable, but not absolute, assurance that these objectives are met. The concept of reasanable
assurance recognizes that: {1) the cost of a control should not exceed the benefits likely 1o be derived;
and (2) the valuation of costs and benefits requires estimates and judgments by management.

Assets

At June 30, 1993, the market value of PERS net assets totalled $4,007,907,000 and'those of TRS totailed
$2.308,503,000. This was anincrease of 16.0% for PERS and 13.5% for TRS over the prior year.

Revenues

Funding for the Systems' benefits is provided through the collection of employee and employsr contribu-
tions and through income on investiments. The revenue sources for the years anded June 30, 1893 and
1992 are shown as follows: '

Employee Contributions $8t9 777 4.2 54% = $465 443 2.2 5.0%

Employer Contributions 1413 149.2 (7.9) (5.3) 581 57.1 1.0 1.8
Investmeant and ' I o

Other Income 4933 361,11 1322 6.8 2836 _ 2i2.9 70.7 332
Total Revenues $716.5 588.0 1285 21.9%  $388.2 3143 39 28.5% |
Expenses

The primary expense of a relirement system is the payment of benefits. These recurring benefit pay-
ments, along with refunds of contributions to terminated employees and the cost of administering the
Systems comprise the fotal expenses of the Systems. The expenses for the years 1993 and 1992 are
reflected below:

Benefits ' . §1419 1315 104 7.9% $i048 988 60 . 6.1%
Refunds 15 119 (4) (34) 25 26 (1) (3.9
Administration _ 93 _80 _18 163 64 _56 _.8 143
Total Expenses  s162.7 1514 313 _7.5%  $113.7 167.0 6.7 _6.3%

Alaska Pubiie Employees' and Teachers' Retirement Systems
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Funding

The bottorn I:ne for a retirement system is its level of funding.’ The hlgher the level of funding, the Iarger
the ratio of assets accumulated and the more assets are available for investment purposes. Also, a
high tevel of fundmg gwes tha membets a greater degree of assurance that pens:on benef ts'are secure.

A method of measuring the level of tundmg is the funding rat:o Thls is ca!culated by dwndmg the valua-
tion assets by the accrued liabilities or "pension benefit obligation." The pension benefit obligation
(PBO} is a standardized disclosure measure of the present value of pension benefits. This measure is
the actuarial present value of credited, projected benefits estimated to be payabie in the future to
current retirees and beneficiaries and to current employees

The funding ratios as of June 30, 1992 the date of the latest actuarial valuations, were 91.2% for PERS
and 89.7% for TRS. These are considered to be very good fJnding levels. This is especially true since
- medical pretniums are included in the acerued liabilities, which is unusual for a state retirement system.

Although the historical levet of funding for the Syetems is good, constant effort will continue tobe -
directed at improving funding ievels, in ordsr 1o maintain financially sound retirement systems.-

Investmentis

The totai market vaiue of the Systems assets reached $6.4 billion at the end of the fiscal year. At year
end, the asset allocation was 39% in domestic equity, 7.5% in mternatlona! equity, 50.5% in fixed
income, and 3% in real estata. -

The Systems returned an average rate of 14.2% during the fiscal year. This was in excess of the aver-
age actuarial rate of 8.875%.

‘The Systems adopted an Asset Allocation Plan at the beginning of the fiscal year. The aim of this planis
to ensure the asseis eam a reasonable return within the acceptabie risk level over a long period of time.
The adoption of the assst aliocation plan called for equity style diversification.

During the year, various large capr'aiazatuon value, small capitainzatlon value and growth, and global
equity managers were hlreci The fixed income portfolio is managed by internal managers.

PROFESSIONAL SERVICES

Professional consuftants are hired to perform services essential 1o the efficient operation of the Sys-

" tems. Actuaria! services are provided by William M. Mercer, incorporated. The annual financial audit of
the Systems was conducted by the accounting firm of KPMG Peat Marwick. The Systems' investment
function is managed through the Alaska State Pension Investment Board. Legal services are provided
by the Alaska Depan‘.me"ﬁ of Law. :

ACKNOWLEDGEMENTS

The compilation of this report reflects the combined effort of the Systems' staff. Itis mtenued to provide
complete and reliable information as a basis for making management decisions, as a ineans of deter-
mining compllance with legal provisions, and as a means for determining responsm!e stewardship for
the assets contributed by the members and their employers.

Alaska Public Empioyses’ and Teachers' Retirement Systems




Commissioner Nancy Bear Usera -6- : . December 16, 1993

The repartis being mailed to alt employer members of the Systems. They form the link betweenthe Systems
and the membership. Their cooperation contributes sighificantly to the success of the Systems. Hopefully,
the:employers and their employees will find this report both informative and helpful.

| would like to take. this opportunity to express my. gratitude io you, the Boafds, the staff and to the many
people who have worked so diligently to assure the successfui operation of the Systems. '

Respectfully submitted, |

() Tedhsboon

Robert F. Stainaker
Director

AFS/sb :
_ 19/6/AFRO3LTR/PM
Enclosure
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G- Peat Marwick
Certified Public Accountanis

601 Wast Fifth Avenus -
Suite 700
Anchaorage, AK 89501-2258

Independent Auditors’ Report

" Division of'FIetirenient and Benefits and
Members of the Alaska Public Employees’ Retirement Board
State of Alaska Public Empioyees’ Retirement System:

Wa have audited the accompanying statements of net assets available for plan benefits of
the State of Alaska Public Employees’ Retirement System. (Plan) as of June 30,.1993 and

' 1992, and the related statements of changes in net assets available for plan benefits. for the
years thenendad. These financial statements are the responskility of the Plan’s manage-

“ment. Ourresponsibility is to express an oplnion on these financial statements based on

- our audlts :

' We conducted our audits in accordance with generally accepted auditmg stanclards Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whethar the financial statements are free of material misstaterent. An audit includes
examining, on a test basis, evidence supporting the amounts and disciosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates mads by management, as well as evaluating the overall financial statement . -
'presentatzon We believe that our audits prowde a reasonable basts for our opinion.

In our opinion, the financial statements referred to above present falrly, in all material
. tespects, the net assets available for plan benefits of the State of Alaska Public Employses’

Retirement System as of June 30, 1893 and 1992, and the changes ih net assets available '

-for plan benefits for the years then endsd in conformrty with generally accepted accounting
principles.

- Our audits were made for the purpose of forming an opinion on the basic financial state-
ments taken as a whole. The supplementary information included in Schedules 1 through 4

- is presented for purposes of addiiional analysis and is not a required part of the basic -
financial statements. Such information has been subjected to the auditing procedures -
applied in the audits of the basic financial statements and, in our opinion, is fairly stated in
ail material respacts in relation to the basic financial statements taken as a whols.

September 15, 1293

: Member Firm of
5 Klynveld Peat Mo wick Querdeler

Alaska Public Employees’ Retiremant System
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Assefs: :
investments, at market value:
United States Government debt
Federal agency dehbt '
Mortgage backed federal securities
" Corporate bonds, notes.and debentures
Commercial paper
Domestic equity pool
International equity pool
Real estate equities
: Total investments

Loans and morigages, at market value, net of allowance

for loan losses of $2,387 in 1983 and $14,590 in 1992

Receivables:
Contributions :
Retirement incentive program
Acerued interest.and dividends
Total receivables

Cash and cash equivalents
Total assets

-Liabilities; - _
Accrued expenses
. Due to General Fund
Commerce settlement liability:
* Total liabilities

Net assets available for plan benelits

1993 1992

 $1,003965 804,158

61,275 57,766

' - 53848
840,010 - 852,468
99859 = -
1,540,814 1,296,970
288,175 187,632
113,438 _ 118,049
'3.048.436 3,322,891

8368 76236

12,459 13,113

2,399 6,286
38415 34,684
51.273 54,083

5694 .
4,013,771 3.463.458

3,061 2,730

2471 6,624
.. 332 -
. 5864 9.354

$4,007,907 3,454,104

See accornpanying notes te financial statements.
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Additions: . ;
Investment income: _
Net unrealized appreciatian in market value
of investments
Interast
. Dividends
. Net realized gains on sales
' Total investment income before provision
- ‘for losses on loans and mortgages

Provision for losses on loans and mortgages
Net invesiment income

Contributions:
Employers
Employees
Hetirement incentive prograrmi:
Employers
Employses
Total contributions

Cther
Total additions

Deductions:
Benefits paid:
Hatirement
Medical
Total benefits paid

Refunds to términated empioyees
Adminisirative expenses
Total deductions

MNet increase
Net assets available for plan benefits at'beginning of year

Net assots available for plan benefits at end of year

Sae accompanying notes to financial statements.

Alaska Public Employces' Retirement Systam

1993 1992
$ 89,539 - 88,189
145,630 138,538
50088 = 47.477
201.206 __96.658
487,361 370,862
5018 __ (9,739)

~ 493079 _ 361.123
141,385 147,961
81,889 . 77602
a7 1,231

- . 72

523057 . 026.866

_ 6 2
716542 _ 587.989
114060 108,360
27.879 __ 23120
141,930 131,480
11522 11,904
9278 8.045
162,739 -__151.426
553808 436,563
3454104 3.017.541
$ 4,007,007 3,454,104

15




16

(1) Description

The following brief description of the State of
Alaska Public Employees’ Retirement System
(Plan) is provided for generat information pur-
poses only. Participants should refer to the Plan
agreement for more complete information.

General

The Plan is the administrator of a defined benefit,
agent, muliiple-employer public employee re-
tirement ‘system established and administered
hy the State of Alaska {State) to provide pension
benefits for eligible State employees and em-
playees of its 16cal governments. Beneiit and
contribution provisions are established by State
law and may be amended only by the Slate
Legislature. The Plan is considered a partofthe
- State financial reporting entity and is included in
the State's financial reports as a pension frust
fund. In determiningthe status of the Plan as a
companent unit of the State, the following ele-
ments were considered: financial interdepen-
dency, selection of governing authority, designa-
tion of managemant, ability to significantly influ-
ence operations, and accountability for fiscal
matters.

At June 30, 1993, the number of participating
iocal government employers was:

Municipaliies 77
School districts 52
Other . . 23

© Total employers - 162

Inclusion in the Pian is a candition of empioy-
ment for eligible State employees except, as
otherwise provided, for judges and elected offic-

“ers. Any local government in the State may

elect to have its permanent gensral and police
and fire department employees covered by the
Pian. At June 30, 1992, Plan membership
consisted of: - B

Retirees and beneficiaries
currenily receiving
‘benéfits and terminated
employees entitied
to future benefits 11853
Current employees:
“General 28,206
Police and flre - 2,515
S 30,721
42,674
Current empleyses:
Vested: S
General 14,640
Police and fire 0 1,842
Nonvested:
General 13,568
Poiice and fire 873
I 30,721
(Continved)
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Pension Benefits

Employees hired prior to July 1, 1988 with five or
more paid-up years of credited service are
entitled to monthiy pension benefits beginning
at normal relirement age, fifty-five, or early
retirement age, fifty. For employees hired after
June 30, 1986, the normal and early retirement
ages are sixty and fifty-five, respectively. Em-
ployees with thirty or more years of credited
service (twenty years for peace officers and
firemen) may retire at any age and receive a
- normal benefit. .-

The normal monthly pensionbenefitisbased on
* years of service and average monthly compen-
-sation. The average monthly compensation is
based upon the employee’s three highest,
consecutive years salaries.

The bensfitrelated to all years of service earned
prior to July 1, 1986 and for years of service
~ through a total of ten years for general employ-
ees is equal to 2% of the employee’s average
monthly compensation far each year of service.
The benefit for over ten years of service
subseqguent o June 30, 1986 is equaito 2-1/4%
of the employee’s average monthly compensa-
~ tion for the second ten years and 2-1/2% for all
" rernaining years of service. For police and fire
- employees, the benefit for years of service
through a total of ten years is equal to 2% of the
employee’s average monthly compensation and
2-1/2% for ait remaining years of setvice.

Minimum benelits for employees eligible for

retirement are $25 per month for each year of
oredited seftvice.

Alaska Public Employees' Retirement System

Married employees must receive their benefits
in the form of a joint and survivor annuity unless
their spouses consent to another form of benefit
or another person is eligible for benefits under a
quaiified domestlc relations order

When pension benefits begin, maj_or me_dical
benefits are provided without cost to {1) all

- employeesfirst hired before July 1, 1986 and (2)

employees who are disabled or age sixty-five or
older, regardless of their initial hire dates.
Employees first hired after June 30, 1988 may
receive major medicalbenefits priorto age Slxty-
five by paying premiums.

Death Benefits

if an active employee dies from occupational or
nohoceupational causes, the spouse may
receive @ monthly pension equal to 40% of the
employee's salary.  When death is due to

occupational causes and there is no surviving

spouse, the employee’s dependent child{ren)
may receive the monthly pension until they are
no longer dependents. The amount of the
occupational death psnsionchanges on the date
the employee’s normal retirement would have
occurrad if the employee had lived. The new
benefit is based on the employee’s average
monthly compensation at the time of death and
the credited service, including service thatwould
have accrued if the employee had lived and
continued to work until normal retirement.

{Continted) '
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Disability Benefits

Active employsss who become -permanently
_disabled due to occupational or nonoccupational
causes receive disability benefits until normai
retlrementage Althrough there is no minimum
_ service requirements for employees to be

- eligible for occupational disability, employees

‘must be vested to receive nonoccupationa
.._dlsabll[ty benefits. The monthly occupational
~ disability beneitis equal to 40% ofthe employee’s
~ salary at the time of the disability. The
nonoccupational disability benefit is based on
the employee’s service and salary at the time
of disability. At normal retirement age the
disabled empioyees ‘begin receiving normal
retirement benefits.

- Effect of Plan Termination

Should the Plan terminate at some future time,
its net assets generally will notbe available ona
" pro rata basis to provide participant benefits.
* ‘Whether a particular pariicipant’s accumulated
‘Plan benefits willbe paid depends on the priority
‘of those benefits at that time: Some benefits
may be fully or partiatly provided for by the then
- existing assets while other benefits may not be

o 'prcwded for at aII

(2) Summary of Significant Accountmg
Pollcies

‘Basis of Accounting

The Plan’s financial statements are prepared
using the accrual basis of accounting.

Valuation of Investments

Securlty transactions and any resulting gains or
lossesare accounted for on atrade date (owner-

~ ship) baSis

Investmeants, other than real estate squities and
foans and mortgages, are carried at market
value to reflect their asset values. Marketvalue
is determined at the end of each month by the

‘cusiodial agent. The agent's determinaticn of

market values involves, among other things,’
using pricing setvices or prices duoted by inde-
pendent brokers.

Real ostate equities are stated at estimated
market value as determined by the independent
management of the investmentaccounts. These .
investments do not have a readily available
market and generally represent Iong term in-
vestments.

At June 30, 1993, Joans and martgages are
stated at estimated market value as determined

by management.

Historical!y, management of the loans and
mortgages portfolic has provided an estimated
allowance for loan losses to provide for potential
credit losses. Factors ¢onsidered by manage-
ment in developing the allowance for loan
losses include definquency levels, historical
char__ge-offs and the aging of the portfofio.

{Continued]}
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Loans and mortgages include approximately

34,348 and $12,150 for 1993 and 1992, re-

spectively, of other real estate owned. Other -

real estate owned represents properties on
. which the Plan has foreclosed and is hoidlng
with the intent to resei[ '

During fiscal year 1993, mortgage loans with
a principal balance of $56,636 were. sold

' through a competitive sale. Proceeds from

~ the sale were $55,007, resulting ina decrease
in the previously recognized ai!owance for
loan losses of $1,619.

Contributions Receivable

- Contributions from empleyees and employers
forservice thraugh June 3Care accrued. These
‘gontributions are considered fully coliectibie
and, ascordingly, no allowance for uncollectble

 receivables is reflected in the financial state-

menis,

" (3) Investments

To provide an indication of the level of éredit
risk assumedby the PlanatJune 30, 1993, the

Alaska Public Employeés' Refirement System

Plan's deposits and investments are categorized
~ as follows: '

. Deposits

Category 1 - Insured or colilateralized with

securities held by the State or its custodian in
the State’s name.

Categofy 2 - Collateralized with securities
heid by the pledging financial institution’s trust
department or custodiar in the State’s name.

| Category 3 - Uncollateralized.

Investments

Category 1-Insu réd_ or regiétered forwhichthe
segurities are held by the State or its custodian
in the State’s name,

Category 2 - Uninsured and unregistered in-

* vestments for which the securities are held by

the broker's ot dealer’s trust department or

‘agent in the State’s name.

{ Ccrntfn ued}
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Category 3 - Uninsured and unreglstered investrments for which the securities are held by the broker’s
or dealer's trust depariment or agent but not in the State’ s name: '

Deposits - cash

-Investments: _ '
United States Govemment debt
Federal agency debt
Corporate bonds, notes and

debeniures

Commercial paper .
Domestic equity pcol
International equity poot
Real estats equities

Market

value

_ and
Category ’ carrying

1 o ,‘2 3 va]un__a.
s 5894 - - 5,694
1,003,965 - . 1,008,565
61,275 - - . 81,275
840,910 - - . .840910
99,859 - . 99,859
1,540,814 - _ 1,540,814
288,175 - - T 288,175
113438 = ez . 113,438

$ 2,054,130 - - 3,954,130

During 199'-‘4 and 1992, the Plan’s investiments (inciuding investments bought, sold, as well as held.
during the year) appreciated (depreciated) in value as foliows

United States Governiment debt
Federal agency debt

Mortgage backed federal securities
Corporate bonds

Commercial paper

Domestic equity pool

international equity pool

Real estate equities

Loans and mortgages

-1993 o 1992

$ 65,550 21,819
3,262 1,130
(87) 87
42,787 40,248
(27 -
{14,540) 33,673
8,745 4,502
(7,490} (22,022)
(2,743} (1.077}
$ 85,457 78,450
{Cantinued]
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The cost, marketand carryingvalules ofthe Plan’s investments atJune 30, 1993 and 1992 are as{ollows:

1993:

‘United States Government dabt

Federal agency debt

Corporate bonds, notes and debentures
Commercial paper

Domestic equity peol

International equity pool

‘Real estate equities

1892

Loans and mortgages, net of allowance
for loan losses of $2,387

United States Government debt

Federal agency debt

Mortgage backed federa! secutrities

Corporate bonds, notes and debentures

Demestic equity pool

tnternational equity pool

Real estate equitias .

Loans and mortgages, net of allowance
for loan losses of $14,590

Alaska Public Employees' Petirement System

- Carrying

Cost - Market _value

' $ 850,199 1,003,965 1,008,965

56,342, - 61275 . B1275
740392 840,910 840,910

. ©9,887 99,859 99,859
1,384,059 1,540,814 1,540,814

283039 © 288,175 288,175 -
155,184 - - 113,438 113,438
8,368 8,368 8.388
$3,586,650 3,956,804 3,956,804
$ 715,943 804,158 804,158
56636 - . 57,766 © 57,766
5,762 5,848 5,848

- 803,736 852,468 . 852,468
1,125,674 1,296,970 - 1,298,970
191,441 187,632 . 187,632
152,285 118,049 118,049
87575 76,236 76,236
$3,119,052 = 3,399,127 8,399,127

{Coniinued)
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~ authority to invest the monies of the Plan. This -
authority is delegated to investment officers of

The Comrmissioner of Revenue has the statutory

the Division of Treasury of the Department of
Revenue. Alaska Statute provides for the In-
vestment in United States treasury or agency
securities; corporate debt securities; preferred
and common stock; commercial paper; securi-
ties of foreign governments, agernicies and coi-
porations; foreign time deposits; -gold hullion;
futures contracts for the purpose of hedging; reat
estate investment frusts; deposits within Alaska
savings and loans and mutual savings banks;
deposits with state and national banks in Alaska;
guaranteed loans; notes coliateralized by mort-
gages; certificates of deposit and banker's
acceptances. Effective July 1, 1993, the Alaska
State Pension InvestmentBoard assumead statu-

" tory oversight of the Plan’s investments.

4

Pooled Invesiment
Domestic Equity Pool

The Investment activity of all domestic market-
able securities was cansalidated with the do-
mestic marketable securities of other State funds
to form a domastic equity pecol. The activity and
the June 30, 1993 and 1992 balances of this
domestic equity pool are accounted forona unit-
accounting basis. All income and realized and

unrealized gainsandlossesare allocated monthly

to cach participant on a pro rata ownership
basis. Allincome earned is included in dividend

income. AtJune 30, 1993 and 1992, the Plan’s
investment in the domestic equity pool is com-
prised of the following:

1993 1992

Marketable securities, =
$1,442,836 1,204,110

at market
Interest and dividends .

- receivable | - B,297 3,037
Cash and cash _

equivalents - gz2.621 89,823

$1,540,814 1,206,970

International Equity Pool

The Plan, along with the Teachers® Retirement
Systern, has formed an international equity pool
comprised of investments in various types of
international equity securities. The majority of
the international equity pool is comprised of
common stock with available cash balances
invested in short-term debt instruments. All
accrued income, realized gains and losses, and
income received are. allocated monthly to the
two participating funds on a pro rata ownership
basis. - :

(Continued)
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The international equity pool at June 30,
1993 and 1992 is comprised of the following:

1993 - 1982

Marketable securities,

at market $226,374 171,817
Cash and cash :

equivalents -~ 61,801 15,815

$288,175 187,632

At June 30, 1993, the Plan’s investment in the
short-term investment pool is comprised of the
following: o

Short-Term Investment Pool

- ThePlan, along with three other State refirement
systems, participates in a short-term investment
pool formed during 1993. Each pariicipantowns
shares in the shori-term investment pool, the
number of which fluctuates daily with contribu-
tions, withdrawals and income. The assets of

the short-term investment peol, comprised of

" repurchase agreements and cash, are included
in cash and cash equivalents. Becauss the
shori-term investment pool consists of overnight
investments, market value equals cost; there-

‘fore, there are no gains and losses and all

investment income is from interest. Intarest

accruals are based on the Plan’s pro rata share

. of the short-term investment pool and are cred-

ited to the Plan daily, thereby compounding
daily.

Alaska Public Employees’ Retiremeant System

Repurchase agreement . $5,443
Cash . 1B
$ 5,459

Cash and ¢ash equivalents atJune 30, 1993 and
1992 are comprised of the following: '

1983 _'1992

Interest-bearing . -
deposits 5 - 8,254

‘Short-term L o
investment pool - 5459 . -

Unsettled investment o _ '
transactions . 235 1994

$ 5,694 10,248

(Continued)
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(5) Funding Status and Progress

~ The amount shown below as “pension benefit
- obligation,” which is the actuarial present value
. of credited projected benefits, is a standardized
" disclosure measure of the present value of pen-
'sion benefits, adjusted for the effacts of pro-

. jected salary increases, estimated o be payable

in the future as a resuit of employee service to

© date. This measure is intended to help users
. assess the Plan’s funding status on a going-

conhcern basis, assess progress made in accu-
mulating sufficient assets 1o pay benefits when

" due, and make comparisons among plans. The
_.measure isindependent of the actuarial funding

method used fo determine contributions to the
Pian, discussed in note 7 below:

The pension benefit obligation is determined by
Williamm M. Mercer, Incotporated and is the
amount that results from applying actuarial as-
sumptions to adjust the accumulated benefits to
reflect the time value of money (through dis-
gounts for interest) and the probability of pay-

- ‘'ment (by means of decrements such as for

death, disability, withdrawal, or retirement) be-
tween the valuation date and the expected date
of payment. The significant actuarial assump-
tions used in the valuations as of Juhe 30, 1992
are as follows:

a. Actuarial cost method - projected unit
credit, unfunded accrued benefit liability
amortized over twenty-five years, funding
surplus amertized over five years.

b. Mortality basis - 1984 Unisex Pension
Mortality Table setforward one year for male
and police/fire members, and set backward
four years for females.

. C.

Retirement age - retirement rates based on
the 1986-1990 actual expetience.

Discount rate - 8.75% per annum, com-
pounded annually, net of investment ex-
penses.

Health cost inflation:

B 1997 and thereafter - 7.5

Year Pey annum

- 1993 115
1994 105

- 1995 - 95
1996 8.5

Salary scale - increase of 6.5% for the
first five years of employment and 5.5% pser
year thereafter.

Cost of living allowance {domicile in Alaska) -
- 71% of those receiving benefits will be
gligible to receive the cost of iiving allow- -
ance. = -

Contribution refunds - 100% of those
employees terminating after age thirty-five
with five or more years of service will leave

" their contributions in the fund and thereby

retain their deferred vesied benefit, Al
others who terminate are assumed to have
their contributions refunded.

Asset valuation - five-year average ratio
of actuaral and amortized cost values of the
Plan assets. Prior to June 30, 1992, the

- actuarial value of the assets equaled the

market vaiue of the Plan's assets, except .
that fixed income investments were carried

Alaska Public Employees' Retirement System




at amorttzed cost value. Effective June 30,

1992, the actuarial value of assets equals
market valug as reported. Valuation assets

cannot be cutside of the range of amortized .

cost and actuarial values.

Turnover and disability assuimptions are based
upon the 1286-1980 actual experence of the
Plan. The foregoing actuarial assumptions are
based on the presumption that the Plan will
continue. ¥Were the Plan to terminate, different
aciuatial assumptions and other factors might
be applicablein determining the actuarial presert
value of accumuliated benatiis.

At June 30, 1992, the unfunded pension benefit
obligation was $287, as follows:

Net assets available for
benefils as of June 30,

1992, at market $ 3.454

Pension benedit obligation:
Retirees and beneficiaries
currently receiving
benefits and {erminated
employeses not ysat
receiving benefits 1,782
Current empioyees:
© Accumulated smpioyee
conttiputions including
allocated investment

income 485
Employer-financed, vestad 1,343
Employer-financed, nonvested 131

Total pension bepafit

obligation as of

June 30, 1592 . a741
Unfunded pension benrefit

-+ obfigation as of June 30,
1962

$ 287

Alaska Public Eimployeas' Retirement System

Due to a change in the asset valuation method,
the unfunded pension benefit obligation at June
30, 1992 decrsased $103.8..

(6) Actuariai Present Value of

Accumulated Plan Benefils

The acivarialprasentvalue of accumulated Plan
benefits was determined by William M. Mercer,
Incorporated using the unit credit cast mathod
and the following assumptions:

a. Future salary was not considered.

b. Future service was congidered only 1o the
extentthatit would permitactive Plan partici-
panisto become eligible for benefits attribut-
able to service rendered prior to the date of
determination. ' '

¢. Assumptions used for mortality, withdrawal,
retirement ages, disability and investment
raturm are described in note 5 to these finan-
cial statemenis. :

At June 30, 1892, the actuarial _pr%ent'value of

.accumulated Plan benefits was $3,124 as
follows: : :

Retired participants and

beneficiaries of o

_ deceased pariicipants $ 1,424

Terminated participants

with deferred benefits 359
Activé participants -vested 1,178
Active participants - nonvested - 163
Actuarial present value

of accumulafed

Plan benetits as of -

Juna 30, 1882 - £3iz24

- {Cortinued}
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The change in the actuarial present value of accumulated Plan benefits at June 30, 1992 follows:

Actuarial present value of accumulated Plan benefits :
as of June 30,1991 $ 2785

Increase (decrease) attributable to: :
Additional benefits accumulated, including actuarial exper!ence 245
Change due to decrease in the discount period. 237
Benefits paid to participants ' (143)
Actuariat present vahie of accumulated : :
Plan benefits as of June 30, 1992 $3,124

(7} Contributions

Employee Gontributions

~ PriortoJanuary 1,1 087, employees contributed

4.25% of their compensation, except for peace

- officers and firemen, who contributed 5% of their
_compensation to the Plan. Effective January 1,
1987, contribution rates increased to 7.5% for

peace officers and firemen and 8.75% for other
employess, as required by statute. The
employee contributions’ are deducted before
federal income taxis withheld. Contributions are
collected by employers and remitted to the Plan
and may be voluntartly or, under certain ircum-
stances, involuntarily refunded to the employee
or a garnishing agency sixty days atter termina-
tion of employment. Employee contributions
carn interest at the rate of 4.5% per annum,
compounded semiannually. '

Employer Contributions

The Plan’s funding policy provides for periodic
employer contributions atactuarially determined
rates that, expressed as percentages of annuat
covered payroll, are sufficient to accumulate
sufficient assets to pay benefits when due.
Employer contribution rates are level percent-

ages of payroll and are determined using the
projected unit credit actuarial funding method.
The Plan also uses the level percentage of
nayroll method to amortize the unfunded
liability over a twenty-five year period. Funding .
surpluses are amortized over five years.

Contributions made in accordance with actuari-
ally determined contribution reguirements
determined through actuariat valuations consist
of the following:

1993 1992

Employer $ 141,385 $ 147,961

Employee §1.889 77,602

| $223,274 $225,563

Notmal cost 210,043 190,617

Amortizaiion of

unfunded
actuarial
accrued

liability 12,331 34.946

' $223274 $225,563

{Continued)
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Actuarial valuations Tor 1993 and 1992 were

petformed as of June 30, 1992 and 1921,
respectively.

Significant actuarial assumptions used o com-

~ pute confribution requiremernts are as of June

(8)

30, 1990. Severalachuarial assumplions atJune

30, 1890 are different from those used to com-

pute the standardized measure of the pension
benefit ebligation discussed in note 5. For an

exptanation of the changes in actuarial assump-

tions belween Juna 30, 1990 and Juns 30, 1982,

see the notes o requured supplementary infor- -

mation.
Hetirement Incentive Program

Legislation was passed in Juhe 1889 and
amended effective April 1, 1890, estabiishing a
retirementincentive program. The program was
available to state empioyees from October 1,
1989 through March 31, 1980, University of
Alaska employees from July 1, 1989 through
December 31, 1989, and all other employees
from October 1, 1988 througﬁ March 31, 1991,

The ret!rement mcennve program receivables
represent the reimbursement due from employ-
ers participating .in the program and is due in
minimum equal annual instaliments so that the

. entire balance is paid within three years after the

end of the fiscal year in which employees retired.
The amount of reimbursement is the actuarial

aquivaientof the difference between the benefits

Alaska Public Employees' Retirement System

the employee receives after the addition of the

retirement incentive under the program and the

amountthe employee would have received with- -

outthe incentive, less any amount the employee
was indebted as a result of retiring under the

‘program. Employees were indebled to the Plan

for the following percentage of theirannual com-
pensation for the calendar year in which the
employee terminated smployment to participate
in the program: '

22.50%
20.25

Police and fire mermbers
Other membars

“source and expense by type.

Any outstanding ihdebtedness a't the time an
employee was appeinted to retirement resulted
in an actuarial adiustment of his/her benefit.

The effect of the 1988 program on the pension
benefit obligation was fully accounted for in the
June 30, 1990 and 1991 actuarial valuations as
the eligible employess retired.

(9) Historical Trend Information

Historical trend information for 1985 through

1992 designed to provide information about the
Plan's pregress made in accumulating sufficient

' -assets o pay benefits when due is presented in
" the accompanying eupplementa! schedules of

analysis of funding progress and revenues by
Informatlon prlor
to 1985 is unavailable.
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Schedule 1

Unfunded
{asseis In
excess of)
pension
Unfunded benefit
_ (assets in  obligation
Net assels excess of) Annuai asa
Year available Pension Percen- pension covered percentage
ended for Plan benefit tage benefit . payroll . of covered
June 30 benefits obligation funded obligation (unaudlted) payroll
1985 $1,295,536 $ 1,446,672 89.6% $151,135 $ 830,579 18.2%
1986 1,739,843 1,556,610 111.8 {183,233} 890,092 {20.8)
1987 2,010,196 1,905,005 105.5 {105,191) . 891,302 (11.8)
1988 _2,123,695 2,246,585 94.5 122,888 808,363 13.5
1989 - 2,452,962 2,563,268 95.7 110,308 912,834 121
1990 2,746,555 2,753.518. 99.7 6,863 952,070 7
19N 3,017,641 3,338,145 904 . 321,604 - 1,027,807 N3
1992 3,454,104 13,740,882 92.3 26.5

286,778

1,083,816 .

Analysis of the dollar amounis of net assets avail-
able for Plan benefits, pension benefit obiigation,
and unfunded pension benefit ohligation in isolation
can be misleading. Expressing the net assets
availabie for Plan bensfits as a percentage of the
pension benefit obligation provides one indication of
the Plan’s funding status on a geing-concern basis.
Analysis’ of this percentage over time indicates
whether the Planis becoming financially stronger or
weaker. Generally, the greater this percentage, the

stronger the Plan. Trends in unfunded pension
benefit obligaticn and annual covered payroli are
both affected by inflation. Expressing the unfunded
pension benefit obligationas a percentage of annuat
coverad payroll approximately adjusts for the effects
of inflation and aids analysis of the Plan’s progress
made in accumulating sufficient assets to pay ben-
efits when dua. Generally, the smalfer this percent—
age, the strongar the Plan.

See accompanying notss to required supplemsantary information.
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Schedule 2

Revenues by source

Unrealized
Interest, appreciation
dividends (depreciation)
State of . andnet - in market value
Alaska and unrealized including .
Year ended Employee  other employer gains provision for S
June 30 contributions  contributions onsales losses and other = Total
1984 $ 36,765 $114,245 $ 101,371 $ (74,541} C$177,840
1985 39,5677 123,466 112,261 - M7 ~ 383,037
1986 42 626 127,727 182,140 159873 . 512,366
1987 51,879 103,719 225,792 (27,799) 353,591
1988 66,732 108,767 154,468 (112,755} 217,212
1888 65,104 78,932 104,653 108,088 C 448,777
1290 69,720 96,418 233,790 17,469 417,397
1991 76,4868 132,402 202,888 (823) 410,953
1992 - 77,874 149,192 282673 - - - 78,450 587,989
1993 81,889 141,388 - 397,822 95,463 716,542
Expense by type
Refunds to
Retirement Medical terminated Administrative
benefits benefits employees expenses Total

1984 $ 33,080 $ 6,939 $ 8,923 $1778 $ 50,698
1985 39,487 . 9,350 9,553 3,813 62,203
1986 . 45,9156 9,411 2,165 " 3,567 ‘68,059
1987 57,473 10,256 10,624 4,985 83,238
1988 73,964 11,376 11,409 - 6964 - 103,713
198% 82,389 18,065 11,188 5,868 117,510
1680 85,301 22,142 11,237 5124 123,804
1891 09,651 23,332 11,885 5,018 138,967
1992 108,380 23,120 11,801 8,045 ' 161,426

1993 114,060 27,879 11,622 9,278 162,739

Cantributions, inciuding contributions for the retirement incentive program, were made in accordance
with actuarially determined contribution requirements.

Bee accompanying notes to requirad supplamentary information.
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Schedule 3

Cash and cash equivalents at beginning of year .

Add cash receipts:
. Contributions:
- Employers
Employee -
. Refirement incentive program:
Employers o
Employee
Investment income
Other recsipts
Total cash receipts .
Less cash disbursements:.
investments purchased
Benefit payments .
Refunds

Administrative expenses
Cther ' '

Total cash disbursements

Cash and cash equivalents at end of year

1923 1992

$ 10248 28,148

142,154 147,094
81,774 77,668

3,870 9948
o %2y
387,386 281,204

. 8.009

515184 523,995

453,177 388,197
141,933 131,480

11,181 14,173
- 9,278 8,045

4,153 ' -

819,738 541,895

$ 5694 10,248

See accompanying notss ta required supglementary information.
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Schedule 4

1993 1992
Personal services: _ ' .
Wages ' $ 853 883
Benefits 482 492
Other o 2 33
Total personal services ' - 1337 1,408
Travel: . : . S _
‘Transportation a5 31
Per diem 22 23
Moving . _ S . 1
Total travel- ' : b7 55
Contractual services:

- Actuarial and benefits consulting 193 200
Data processing : 188 142
Communications : o , 124 92
Legal : - : 80 62

. Advertising and printing 70 32
Other professional services 60 42
Medical specialists 46 20
Repairs and maintenance 14 B,

~ Auditing _ 14 12
Rentals/leases 6 pid
Transpartation 2 1
Architectural . - 2
Other services ' .10 6

Total contractual services - : 805 621
Machinery and equipment ' S 59 13
Supplies ' 24 22
investment expense 6,986 5928

Total administrative expenses %9278 8,045

See accompanying notes to required supplementary information.
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< Al sig'n'ific‘;ant accounting policies, benefitprovisions

and actuarial assumptions are the same for the
required supplementary information and the finan-
cial statements except as follows:

The Plan’s actuarial funding methad for the
years ended June 30, 1979 through June 30,
1984 was attained age normal. Effective July 1,
1984, the Plan adopted the projected unit credit
actuarial funding method.

Effective July 1, 1986, the Plan adopted new
_actuarial assumptions. Actuarial funding sur-
pluses are amortized over five years rather than
twenty-five years. The assumed rate of interest
was increased from 8% to 9% per year. The
salary scale assumption was lowered o 6.5%
per. year for the first five years of employment
and 5.5% peryear thereafter, down from 8% and
7%, respectively. Health care costingiation was
increased to 9% rather than 8%. Turnover and
disability assumptions were revised based on
actual experience in 1981 through 1985,

Effective July 1, 1990, the health care cost was
changed from a flat 9% to the following gradua-
tions;

Year Per annum
1992 - 125%
1993 115
1994 - 105
1995 95
1996 8.5
1997 and thereatter 7.5

Turnover, retirement and disability assumptions
were revised based on actual experlence in
1986 through 1990. The assumed rate of inter-
est was lowered to 8.75%. The mortality tables
were set forward one year for male members
and set backward four years for female mem-
bers; previously the mortality table had been set
back one and one half years for all members.
The cost of living aliowance was increased from

~ 69% 1o 71% participation.

Effective June 30, 1992, the actuarial value of all
assols equals the full market value; previously,
fixed income investments were cartied atamor-
tized cost. ' '
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WILLIAM M.
MERCER

INCORPORATED

April 2, 1993

State of Alaska
Public Empicyees’ Retirement Board
Department of Administration
Division of Retlirement & Benefits
P.O. Box 110203

Juneau, AK 99811-0203

: Dea_rMémbers of th_e Board: _

Actuarial Cerﬂﬂcation

The actuariai valuation requiredforthe.StateofAIaslka Public Employess’ Retirement
System has been prepared as of June 30, 1892 by William M. Mercer, Incorporated.
The purposes of the report include: .

(1) areview of experiance under the Plan for the yeaf ended June 30, 1992; |

(2} a determination of the appropriate contribution rate for each employer inthe
~ System, '

{3) theprovision of reporting and disclosure information for financial statements,
governmental agercies, and other interested parties.

In preparing this valkiation, we have employed generally accepted actuarial methods
and assumptions, in conjuniction with employee data provided to us by the System’s
staff and financial information provided by the audited report from KPMG Peat
Marwick, o determine a sound value for the Sysiem liability. This data has notbeen,

~ audited, but it has been reviewed and found to be consistent, both internally and with
prior years” data. - The actuarial assumptions are based on the resulls of an
‘experience study presented to the Board in October 1991.

The contnbut:on requirements are determined as a level percentage of payroli, and
reflect the cost of benefits aceruing in FY93 and a 25-year rolling amortization of the
unfunded acerited fiability. The amortization period is setby the Board. Contribution
levels are recommended by the Actuary and adopted by the Board each year. The
ratio of assets to liabilities increased from B8.1% to 81.2% during the year. Over the
years, progress has been made toward achieving the funding objectives of the
System.

&00 University Stract
Scatile WA 98101 3137

206 292 7000

One Unlon Square  Suile 3204 '

A Marsh & Mel.cnnan Cumpanjr
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- INCORPORATED

WILLIAM M.
MERC

 April 2, 1993

Pubiic Employees’ Retirement Board

Page 2

The valuation reflects a change in the determination of the actuarlal value of the fixed
income portion of the assets, from book vaiue to full market value. The assumptions and

methods, when applied in combination, fairly represent past and anttcrpated future

experience of the System.

Future cantribution reqmrements may differ from those determmed in the Vaiuation-
because of: :

(1) differences between actual expenence and anticipated expenence based on the
assumptions; o

(2) changes in actuarial assumptions or methods;
(3) changes in statuiory pfov_is-ion_s; of

(4) differonces between the contribution rates determined by the valuation and those
adopted by the Board.

We believe that this report conforms with the requirements of the Alaska statutes, and
where applicable, other federal and accounting laws, regulatzons and rules, as well as
qenerai!y accepted actuana! prmmples and practlces : :

Slncerely, A I ' T n

BrlanFi McGee, A S Peter L. Godfr
Principal o _ o Associate

BRM/W/SGM s
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. Funding Status as of June 30: 1991 1992
(a) Valuation Assets”. $2,942,121 $3,409,859"
(b}  Accrued Liability™ _
1} Non-Medical Benefits 2,437,555 2,735,178
i} Total Benefits ' o '
o (including medical) 3,339,145 3,740,882
(¢) Funding Ratio, (&)/(b) '
iy Non-Medical Benefits 120.7% 124.7%
ii) Total Benefits ' '
{including medical) 88.1% 91.2%
*  Inthousands.
**  Reflects change in asset valuation method.
Employer Contribution Rates for Fiscal Year: 1904 1995
{a) Consolidated Rate 10.18% 10.90%
(b) Average Past Service Rate 3.54% 2.80%
(c) Average Toial Contribution Rate 13.72% 13.70%

Alaska Public Employees' Retirement System
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Valuation of Liabitities

A Actuarial Method -Projected Unit Credit (no change). Liabilities and-contributions shown in the report

are computed using the Projected Unit Credit method of funding. The unfunded accrued liability is
amortized over 25 years. Any furded surpluses are amortized over five years,

The objective under this method is to fund each participant’s benefits under the plan as they accrue.
‘Thus, each participant’s total pension projected to retirement with salary scale is broken down into units, .
each associated with a year of past or future service. The principle underlying the method is that each
unitis funded in the year for which it is credited. Typically, when the methad is introduced there willbe
an initial liability for benefits credited for service prior to that date, and to the extent that this liability is-
not covered by Assets of the Plan there is an Unfunded Liability to be funded over a chosen petiod in
accordance with an amortization schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits credited with
respect o service to that date.

- The Unfunded Liabiiity at the valuation date is the excess of the Accrued L.lab:llty over the Assets of

the Plan. The Jevel annual payment to be made over a stipulated number of years to amortize the
Unfunded L|abllity is the Past Servlce Cost.

The Normal Costis the presentvalue ofthose beneﬂts whlch are expected to be credlted W|th respect

to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the determination
of costs and kabilities will emerge as adjustments in the Unfunded Liability, subject to amortization.

3. Actuarial Assumptions -

1L Investment Return 8.75% per year, compounded annually, net of expenses.

2. Salary Scale 6.5% per year for the first five ysars of empioyment and 5.5% per year
S thereafter.
3. Total Inflation Total inflation as measured by the Consumer Price Index for urban and
_ clerical workers for Anchorage is assumed to increase 5% annuaily.
4, Health Gost Trend FY92 - 12.5%
FYS3 - 11.5%
FYo4 - 10.5%
FY95 - 9.5%
FY98 - 8.5%

FY97 and later - 7.5%

5. Mortality 1984 Unisex Pension Mortality Table, set forward one year for male and

police/fire members, and set backward four years for female membaers.
Deathsare assumedtobe occupatlonal 85% of tha time for Police/Fire, 35%
for “Others”

Ataska Public Employees® Retirement System




8. Tumover Based upon the 1986-90 actual total turover experience. (See Table 1)..

7. Disability Incidence rates, based upon the 1986-90 actual experienca, in accordance
' with Table 2. Post-disability mortality in accordance with rates published

by the Pension Beneflt Guaranty Corporation to reflect mortality of those

receiving disability benefits under Social Security. Disabilities are as-

sumed to be eccupational 85% ofthe time for Police/Fire, 35% for “Others”.

8. RetirementAge  Retirementratesbaseduponihe 1986- 90 actual exper!ence in accordance:
S _w:th Table 3. _ _
9. Spouse's Age - ¢ Wives are assumed 1o be four years younger than husbands

10. Dependént Children | Benefits to dependentchiidren have been valued assumingmemberé-who
are not singie have one dependent child

1. Contribution Refunds  100% of those terminating after age 35 with five or mors years of ser\nce'

will leave their contributions it the fund and thereby retain their deferred

vested benefit. All others who terminate are assumed io have their.

confributions refunded.

12. GC.O.LA. Of those benefit recipients who are eligible for the C.O.L.A., V1% are

assumed to remain In Alaska and receive the C.Q.L.A.
13. New Entrants Growth projections are made for the active PERS population under three__:
scenarios; '

Pessimistic: 1% per year
Median: 3% per year
Optimistic: 5% peryear

14. Expenses Expenses are covered in the invesiment return assumption.

Valuation of Assets

Based upon the five-year average ratio between actuarial and book values of the System’s assets. Prior:

to June 30, 1992, the actuarial value of assets equalied the market value, except that fixed income

investments were carried at book value. Effective June 30, 1992, the actuarial value of assets equals the

full marketvalue. Assets are accounted for on an accrued basis and are taken directly from audited financial
statements provided by KPMG Peat Marwick. Valuation assets cannot be outside the range of book and
actuarial valies.

Valuation of Medical Benef:ts

Medical benefits for retirees are provided by the paymenf of premiums from the fund. A pre-65costand Iower
post-65 cost (due to Medicare) are assumed such that the total rate for all retirees equals the present
premium rate. These medical premiums are then increased with the health inflation assumption. The
actuarial cost method used for funding retirement benefits is aiso used to fund health benefits.

For FY93, the pre-85 monthiy premium is $310.80 and the post-85 premzum is $108.37, based on a total
blended premium of $226.90. For FY34, the pre-85 monthly premium is assumed to be $346.54 and the
post-65 premium is assumed to be $120.83, based on a total blended premium of $252.99. The FYS3 rates
and the pre-85/post-65 split were provided by Deloitte & Totiche.

Maska Public Employess' Retirsment System
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Seléct Rates Df: Tﬁrhover
During the First 10 Years
of Employment

Ultimate Rates of Turnover
" After the First 10 Years

- -of Employment

Police and Fire:

Year of - Age at Hire  -—-----

Employment ~ 2029 - 30-39 40+
1 22 - 18 10
2 19 A3 A0
3 13 12 10
4 A2 Az 10
5 A0 d0 10
6 08 08 .08
7 .07 .07 07
B 06 .08 06
9 05 .05 .05
10 .04 04 .04
Cthers:
Year of —w—  Age at Hire ——
Employment 20-29 30+
1 30 23
2 237 ' 18
3 200 S 4
4 16 - ' A3
5 .18 S A3
6 14 13
7 A2 12
8 1 A1
g 09 : S
10 08 _ .08

Age - " Rate

- 20-39 03
A0+ 01
Age *  Hate
2029 . .065
3034 - .060

- 35-44 ' 055

45+ o 050

Alaska Public Employees"ﬂét_irement System




" Age

‘Pollcé & Fire

“Other” Member

Rate " Rate
20 .85 14
21 .87 .14
- B2 .80 14
.23 94 -.15
g g 45
25 1.03. .15
26 © . 1.08 A5
" 27 113 .15
28 2149 - ) 18
- 29 1.25 "6
- 30, ©1.31 A8
- 31 L1.37 -7
. 32 © 1.43 A7
33 144 25
34 - 1.48 34
35 1.65 44
36 " 1.65 53
- 37 S -1.78 - B4
.38 -1.94 .75
- 39 213 .87
40 235 .99
S 260 112
42 2.88 1.25
43 3.19 1.39
44 - -3.53 1.53 -
45 3.90 1.68
46 4.30 1.84
47 4,73 2.00
48 5.19 217
49 5.68 2.34
50 6.20 252
5% 8.75 2.70
52 7.33 2.89
53 7.94 3.08
54 8.58 3.29
&5 9.25 3.49
56 9.95 3.70
57 10.68 3.02
58 11.44 4.14
59 12.23. 4.37
60 13.05 4.61
61 13.80 4.84
62 14.78 5.09
63 1569 534
64 5.60

Alaska Public Employees' Ratirement System
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Age

. Police & Fire

"Other.” Member

to retire.

Rate Rate

50 25 -1
51 14 .08
- 52 14 .08
53 15 .08
. B4 A5 .08
.85 .30 19
56 25 A6
_57 21 .43
58 21 12
B9 20 LA
" 80 20 A7
.61 40 14
62 1.00 21
63 100 - L2z
64 1.00 22
65 . 1.00 31
. 66 - 1.00 61
67 & Up 1.00 1.00

For ages less than 50, employees are assumed to retire two years after the earllest ége they are eligible

_Alaska Public Employees' Retirement Systern




~ June 30, 1992
June 30, 1991
SJune 30, 1990

June 30, 1989

June 30, 1988
June 30, 1987
| June 30, 1986
© June 30, 1985
June 30,1984

JUne 30, 1883

28,206

27,307
26,667
25,630
24,349
24,443
25,272
24,776
23,437

22,266

$961,054

907,567
846,935
808,835
806,100
790,463
788,555
738,198
693,148
618,816

$34,073

33,236

31,760

. 31,558
33,106

32,339
31,203 -
29795
29575

27,792

June 30, 1992
June 30, 1991

June 30, 1990

June 30, 1989
~ June 30, 1988

June 30, 1987 -
June 80, 1986

ﬂuné 30, 1985

. June 30, 1984

June 30, 1983

2515
2588
2419

2,414

- 2,327

2519
2,371
2,407

2366

2,437

$122,762
120,240
© 105,135
104,000
102,285

400,839

101,637
92,381
89,118

91,006

$48.812
47,470
43,462

43,082

43,947
43,484
42 825

38,380
. 87,666 -
37,343

2.8%
9.2 -
2.0
1.0

1.5

116

19

o2

2 . Alaska Public Erﬁp!oyees'- Retirement System
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| June 30, 1992
June 30, 1991
- June 30, 1990
 June 30, 1989 |
 June 30,1988
June 30, 1987
' June 30, 1986
- June 30, 1985
' June 30, 1984
| June 3¢, 1983

435

876
457
362

1,014

1.011*

416 |
484

365
464

$8,520,963

15,277,842
5,776,756
3,651,450

11,632,405

14,821,733
3,718,750

' 7.490 537

4,039,978
5,632,604

116

g4
212

35

31°
110
102

43"

$1,323,560

85,072

986,060

2 295 364

361,515
288,827
1,029,270
869,652
354,535
327,574

8,005

7,686
6,818
6,455
6,315
5,336

4,356

4,050
3,668
3,346

$94,884,329
72,504,156
66,287,374

40,683,578
37,894,098

87,696,026|
67,713,460|
55,116,484]

31,273,213
27,587,770"|

8.2%

21.0
7.1
2.2

20.3

35.8
71

21.2

134"

238

lowahcel
$11,854
11,410
10,634
10,490
10,497
10,329
0317
9,357
8,526
8,245

- June 30, 1982

June 30, 1991

- June 30, 1990
- June 30, 1989
. June 30.. 1988
- June 30, 1987
June 30, 19856

June 30, 1985

| June 30, 1984

June 30, 1933

35
129
38
128
72
96
36"
77
16

- $1,202,004

3,408,774

907,997

2,686,748
1,991,318
3,054,160
049,954
1,966,581
281,303
817,005

- $195,248

95,704
71,784
74,724
1,720,032
40,482
18,093
72 560
83,795

899
672
547
512
387
315
301
267

191

178

$17.407,272

8,639,209
7,647,891

5,404,251

16,400,516 |
13,087,446 |
12,251 233 |

6,313,763 |

3,455,803 |
3,247,060°|

6.1%
253

6.8
27.1
26.0 -
ARE
16.8
56.4

6.4
29.2

$24,903
24,408
£3,926
23,928
24,908
24,279
20,976
20,241
18,093
18,140

- * Estimaied.
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June 30, 19929

June 30, 1991@

June 20, 1990
June 30, 19892
June 30, 1988
June 30, 1987
June 30, 1986
June 30', 19852
June 30, 1984
June 30, 1983

$3,148,364

2,815,819
2,331,243
2,161,247
1,821,949

1,621,470

1,308,937

1,114,997%

950,196
788,862

$2,869,772
2,481,018

1,980,008
1,786,648
1,615,728

1,332,956

833,537

2,266,871

1,048,982*

667,589

91.2%
88.1
972
1 91.6
93.0
'99.6
102.0
939
87.7
84.6

334,801

3278592 .

64,372
181,149
135,301 |
" 5,747
68,015
116,659
121,273

$961,054
907 567 .

© 848,935
808,835

- 806,100
790,463
788 555

738,198
| 693,148

618,816,

June 30, 19920
June 30, 1991@
June 30, 1990
June 30, 1984©
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 19850@1
June 30, 1984
June 30, 1883

$592,518
523,326
422,275
402,021
324,634
283,535
249,673
213,067
175 668
153,442

$540,087
461,103
410,615
368,325
301,780
282 530
254,643
201,164
154,101
129,853

91.2%
88.1
. 97.2.
91.6
93.0
99.6
102.0
93.9
87.7
. 84.6

$52,431
62,223

11,660 | ..

33,696
22,8564

1,005
12,803
21,667
23,589

$t2z;762 | - -

120,240

104,000
102,265
100,839
101,537
92,381
89,118
91,006

2105135 |

13.9
242
2549

M Changes in Asset Va_luation Method.

® Change of Assumptions.
@ Change in Funding Method.

* - Esiimated
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Juna 30, 19321}
| June 30,:1991(2)

June 3¢, 1990

Juns 30, 1989{2) -

June 30, 1888
June 30, 1987
Juns 30, 1986

June 30, 1985(2)@)|

June 30, 1_984

June 30, 1983

$484,590 -

422,658

- 380,680 .
329,966 .
305,483
216,504
210,115"

169,433

- 125,534

86,389"

$1,783,020
- 1,621,580
1,285,515
1,217,648

486,222
410,235

1,030,048
820,853
493,724

352,753

$1,473,272
1,294,899
1,087,323

1,016,654

911,052
8G7.648

852,771

683,574°
590,095

$3,409,853

2,942,121

2,677,486
2,345,423

| 2,088,428

1,898,263

1,587,599
1,248,146

987,638

- 797,442°

100%

100

100
100
100
100
100
100
100
100

100%
100
100

10D

100
100
10_0'
100
100

1o

91.2%
88.1
97.2
9186
93.0

996

100.0
93.9
87.7
846

@ Change of Assumptions.

*

® Change in Funding Method
Estimated -

. Changes in Asset Valuation Methed. -

503,182*
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(1
(2)

(3)

(4)
(5)
(€)

(7)

(8}

(9)

Health Experience

Salary Experience

Investment Experience
Demographic Experience
Miscellaneous '

Gain (or Loss) During Year From
Experience, (1) + {2) + (3} + (4) + (5)

Non-recurring ltems

Asset Valuation Method
Assumption Changes
Plan Changes

Compasite Gain (or L.oss) During Year
(6) + (7) + (8) + (9)

-.56%
-18
158

86

-.88

-.02%

-3.17%
26
A48

2.02

-41

B85

A4%

-1.42%
-.07
~.67
.68

-62

220% | 566%
.02 -19
-39 57
22 .

10 337
‘220 | 267
_- ﬂ
220% | 2.70%

.-Alétska Public Employess’ Ratirament System -

: 45 :




46

‘This page intentionally left blank.

Alaska Public Employees' Retirement System




~ INVESTMENT SECTION







WALTER J.. HICKEL, GOVERNOR

b ] 3 L B8 *l T ] | '?I P.O. BOX S
DEPARTMENT OF REVENUE JUNEAU, ALASKA 99811-0400
PHONE: (907) 465-2500
OFFICE OF THE COMMISSIONER * TELEFAX: (907) 465-2383

Message from the Commissioner

‘emarkable achisvement in a year of transition is the best way to describe this year's
investment resuits for the Public Employees’ Retirement System (PERS). The
mvestmeniportfoho earned 14.25% and placed in the top performance quartile of all public
retirement systems in the nation. Thls was accomphs hed even though ﬂscai 1293 was a
year in transition.

The fixed income portfolio eamed over 15% for the year, a performance topping almost all
employes retirement plans in the United States. Staff has consistently managed the fixed
income portfolio with superior resutts. Over the last five years the portfolio earned 12.3%.
This longer-term performance was also better than almost all employee retirement plans.

The largest asset class is fixed income. The second largest assef class is U.S. equily
secyrities. Returns for both these asset classes exceeded their benchmarks by wide
margins. The fixed income porifolic beat the Lefiman Government/Corporate Index by two
full percentage points and the equity portfolio exceeded the S&F 500 Index by over two
percent This is good news for bensficiaries and empfoyers

Returns in excess of the 8.75% actuarial rate, which was used to determine funded status
and employer confribution rates, increase funded status and reduce employer contribution
rates. Funding status is a measurs of security to beneficiaries. Full funding is 100% and in
generalterms this is the point where total assets equal the present vaiue of projected benefit
payments. The change in actuarial assumptions, particularly in the area of health care
costs, inflation, and investment earnings, makes funding status amovingtarget. For PERS,
the funded rate is above 90%. This is much higher than the averags state pension fund. In
lay terms, the PERS fund is healthy and sound

There is more good news. The cost of managing the investment portfolio is low compared
to anaverage fund the size of PERS. There are two key points in contralling cost: efficiency
and effectiveness. Automation is a key component of cost control for the Treasury Division.
The Division is highiy computerized aliowing staff to be vetry efficient in an environment of
superior internal controls. Another major cost savings is achieved by managing the fixed
income portfolio in-houss by a very small staff. This same staff also manages the debt

- portfolio for other state funds including the Teachers’ Retirernent Fund. it is important to

 note that cost savings were accompltshecl without compromtsmg prudent investment
management standards.

- The excellsnt returns of last year should not be viewed as a single event. Each year must

~ be observed as part of a long-term pian. Pension benefits will be paid years into the future
~ {or those retired and those beginning their working career. The investment horizon should
be commenstrate with the benefit horizon. With thls in mind i initiated an asset allocation
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study and clevelopment of mvestmenl policies and objectives. The resulis of this effort,
including an implementation ptan, were adopted July, 1992. The plan is desighed to position
the fund for outstanding future performance within conservative risk standards. During the
year, fixed income portfolio investment grade standards were articulated. Equity managers.
were evaluated and restructured. New U.S. equity managers weré hired to provide style and
market capitalization diversification; new international equity managers were hired for
regiohal spemallzatlon and eqluty managers were hired with a global mandate

While we were traitsitioning to the new investment plan, we were also in the pI‘OGoSb of
transferring control o an investment board. Lagislation passed in 1992, and signed into law
by Goevernor Walter J. Hickel, created an sight member board of trusteesto assume fiduciary
responsibility no later than July 1, 1993, This was a respansibility previously held by the -

 Commissionser of Revenua, The transition went smoothly and efficiently. During the year we

conducted several meetings including a three-day educational seminar. By July 1, the new.

frustees were ready and they assumed theirfiductary role. | was proudtoturnovertotheboard -

a fund that has achleved supetior resuifs and is well positioned for the future

iam confident the board wul prowde respcnswe and responmble investment manageiment
oversight. Beneficiaries, the State of Alaska as plan sponsor, and participating employers
should be well served. | have participated with the board for aimost nine months and | know
the trustees are dedicated and hard workmg

in conolusmn it is the staff-—the men and women worklng for Treasury DIViSiOI’!—-—'Khat made
it alt happen. Thair skill and dedicated efforts made it possible teréaiize our accomplishrments.

| personally extend my thanks and appreciation o them. And we should all be thankful that
they wili continue to serve as staff to the Alaska State Pension investment Board

Slncereiy,

‘Commissioner

g Alaska Public Employzes’ Retirement Systemn




ALASKA STATE PENSION INVESTMENT BOARD

William AQ Cbrbus Gail R; OEJa

Chair Vice Chair
Appointed by the Govermner Appointad by tha Governor
Term Expires: 1/1/95 © Term Expiras: 1/1/66

Rdxy A. McDonagh Merritt C. Ofsan

TRS representative TRS representative

Teorm Expires: 12/30/93 Terra Expires; 12/30/95
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Gary M. Bader
PERS representative
Term Expires: 12/30/94

J. P. “Pat” Wellingtan

PERS representative
Term Expires: 12/30/98

Ross A. Kinney

" Appoinied by the Govéemor

Term Expires 1/1/97

Darrel .JJ. Rexwinkel
Statutory representiative
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STAFF
Chief Investment Officer
Robert D, Storer

Commissioner
Darre! J. Rexwinkel

. Deputy Commissioner
Laraine L. Derr

- Comptroller
- Mark W. Prussing, CPA

Investment Officers
Michael 8. Cheung, CFA, Marketable Debt
.Jeﬁ Hassier Rea! Estate

Cash Managem ent
Vernon B. Voss

Investment Consuitants

Dorn, Helliesen & Cotlle
Berkefey, CA

| Domestlc Eqguity Large Cap

. Ark Asset Managament. Co Inc
_ New York, NY © .
B iD_%_ Advisory Group_ i
- Minnedpolis, MN-
" Invesco MIM, inc.
Atlanta, GA
MacKay-Shields Fmanclal Corporation
- New York, NY
Newbold's Asset Management, inc.
Bryn Mawr, FA

Domestic Equity Small Cap
Capital Guardian Trust Co.
Los Angeles, CA
John McStay investment Counsel
Dallas, TX
© The Putnam Companles
Hoston, MA -
'RCM Capital Management
' San Francisco, CA

Tactical Asset Allocation

“Wells Fargo Nikko Investment Ad\nsurs
. 8an Francisco, CA :

-;-'Dhmesli'c Equity Index

-Gtate Street Global
© Boston, MA

' lntemahonal Equﬁy—Pac;fnc Basm EX Japan

© QT Gapital Manhagement
" San Francisco, CA
Woellington Management Co.
- Boston, MA '

Intematlonal Equlty—-Eumpean
Citihank Glebal Asset Management
New York, NY

International Equity—EAFE
J. P. Morgan Investrmant Managerent, inc.
London, England

~ Gilobal Equity

L azard Freres Asset Managament
. New York, NY e
Mmer Anderson & Sherrard
West Conshohacken, PA

Real Estate Management
" AETNA Realfy Investors
~ Hartford; CT ' :
' Equitable Real Estate investment Manmgement
New York, NY :
Hancock Realty investors, Inc.
Boston, MA :
JMB institutional Realty Corporation
JMB Group Trust {1 & 1V
Chicago, IL
Karsten Realty Adviscrs
Los Angeles, CA
JP Morgan investment Mgmt, inc.
New York, NY
Sentinsl Real Estate Corporation
Bellevue, WA

t}nmesilc Fixed Income
Treasury Investment Officers
Bob Storer Michael Cheung
John Jenks Steve Verschoor

[nuestment Advisory Council
Mark T. Finn—Delta Financial Services, inc.
Ronald J. Surz—Centurion Trust Company :
Robert A. Haugen—UGLA- lmne

Parfor_mance Measurement
~ Callan Associates Inc.”
San Francisca, CA

Independenf Audi{brs
KPMG Paat Marwick
Anchorage, AK

Giobal Master Custodian
State Street Bank & Trust Go.
Basiton, MA

Legal Counsel
Marrison & Foerster
San Francisco, CA
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| iscal Year 1993 was one of uneven growth.
—1 The Gross Domestic Product (GDP) grew at
an average rate of 4.00% during the first two
quarters of the year. This was the highest growth
rate since the economy officially emerged from
recession more than eighteen months ago.
Consumer confidence was high and spending
grew at a strong rate of 5.1% during the second
quarter of the year.

Simultanecusly, consumers were taking
advantage of lower interest rates to pay off debt
and refinance mortgages. This helped lower the
consumer debt-service ratic whichis the measure of
consumers’ debt payment relative to their dispos-
able income. This ratio stood at 16.5% at the end of
third quarter, down from 18.7% in the summer of
1991, Economists estimate that for each one per-
cent drop in this ratio, consumers have an additional
$16billion of disposable income. The expeciation of
" growth in consumer spending led many econamists
to predict a strong and sustained recovery.

The election of a new President also reinforced
optimism in the economy. After twelve years of
divided government, Democrats finally contrel both
the White House and Congress. The hope was that
an end to political gridlock in Washington would
benefit the economy.

Unfortunately, the strong economic momentum did
notcarry through to the second half of the fiscal year.
The economic engine slowed as euphoria dissi-
~ pated, and the economy only grew 1.2% during the
final two quarters. Corporate America contintied its
- restructuring and downsizing. Large scale layoffs
became a regular feature of business news. U.S.
industries remained skeptical about the strength of
the recovery. Uncertainties about economic policies
and health care proposals of the Clinton administra-
tion also discouraged the private sector from hiring
additional workers. '

Alaska Public Emplovees’ Retirement System

The once mighty consumer brand name ¢ompanies -
were especially hard pressed to restructure. Con-
stimers have increased thelr purchases of generic
brand products in the last few years with the effect
that premium brand companies are slowly losing

their pricing power and market share. To stay

competitive, these firms have laid off workers and-

towered prices far their products and services.

The consumer sentiment level, which had briefly
surged to 80 immediately after the elections, de-
clined continuously in the second half of FY 1993
and closed out the year at 81. Consumer spending
attained a lackluster annual growthrate ofonly 1.2%
during the third quarter of the year, a big drop from
the5.1% rate of the second quarter, Consumers, like
businesses, were uncertain about the employment
picture and forthcoming tax changes.

The rate of inflation remained low during the last
twelve months. The weak job market restrained
wage and salary growth while corporations contin-
ued their attempt to control health care costs.
Other indicators also painted a benign inflation
picture. The Consumer Price Index (CPI}) increased
at a relatively low rate of 3.00% for the fiscal year.
The Journal of Commerce Commodity Index ciosed
out the year at 95.5, down from the year’s beginning
level of 99, West Texas Intermediaie Crude Qil
finished the year at $19.20 per barrel, down from
$20,75 of the previous year.

Despite the steady reduction in short-term interest
rates over the last two years (to the lowestlevelin 25
years}, the economy only grew at a sub-par rate of
2.6% in FY 1993. The Federal Reserve Bank low-
ered the shorf-term interestratas in Septemberand
remained in a neutral position for the rest of the
year. Some people argued that the slow recovery
justified ancther ease in interestrates by the Federal
Reserve Bank. Other people argued that the Fed-
era} Reserve Bank should maintain its commitment
to fight inflation.
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The neutral monetary stance of the Federal Reserve
Bank has helped short-term interest rates remain at
record low levels. Concurrently, concern about fu-
ture fiscal stimulation by Congress (the $16 billion
fiscat stimulative package) and the budget deficit
package caused long-term rates to stay high. The
difference in interest rates between a two-year trea-

suiry hote and a thirty-year treasury bond reached a

record spread of 3.65% in October and closed out
the year at 2.67%.

Looklng forward, there are several issUes that could

strongly influence the future state of the economy -

and the capital markets, These inciude health care
reform, the North America Free Trade Agreement

(NAFTA), the General Agreement on Tariffs and

-Trade (GATT), and monetary policy of the Federal

Reserve Board.

The Clinton Administration hopes health reform will
eventually lower labor costs and improve the com-
pelitiveness of U.S. industries. IfNAFTA and GATT
are adopted, these agreemenis are expected fo
eliminate many trade restrictions and lower tariffs.
This should lead to the growth of global economy
and the continuad trend of low inflation. Federal
Reserve monetary policy will be closely monitored
to determine its atfect on the cost of capital for U.S. -
industries, the shape of the vield curve, and 11he-
valuation level of the stock market.
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iscal Year 1993 began with the acceptancs of
‘an asset allocation study parformed by the
consulting firm of Dorn, Helliesen and Cottle
for the Public. Employees’ ‘Retirement System
{PERS). Revenue Commissioner Darrel .J.

Rexwinkel had initiated the study to create a set of
guidelines that would improve the porticlio’s perfor-
mance and minimize market risk.

Concurrent with the asset allocation study, Dom,
Hélliesen and Cottle assisted the Commissioner
and staff in developing and implementing mvest-
ment policies,

On July 8, 1992, the Commissioner, Deputy Com-
missloner, and Chief Investment Officer signhed into

effect the asset allocation and investment guide-
lines. Implementation of the policies began with a.

review and evaluation of sach Domestic Equity
Portfolio manager’s style and historical performance.
The review indicated the need for greater diversifi-

cation,anda realignmentof managers was effected.

The performance of the Fixed Income Portfolio,
managed internally by Treasury staff, was outstand-
ing with returns for the year of 15.17% which
exceeded the benchmark Lehman Brothars
Government/Corporate index by 2%, The perfor-
mance ranked in the top 13 percentile of all funds in
~ thenation.

The Real Estate Section can also look back on the

year with satisfaction, having completed a bulk sale
~of the Mortgage Portfolio. The sale was accom-
piished atvery competilive marketprlces Proceads

of the sale were used to purchase other assets that -

should, over the long-term, add value and mcrease
the Ilqu1d|ty of the portfoho

For Fiscal Year 1993, total retums for the Publlc
_ Emp[oyees HetlrementSystem were 14.25%. These

Alaska Public Employees® Retirernent Systam

returns were sufficient to rank the performancein the
top 25 percentile of public retirement systems in the
country. This performance was vetified by the De-

pariment of Revenue’s -independen't_performa'nce _
“measurement consultant, Callan Associates, inc.

Equities

The rmplementatron of the Asset Allocation Poltcy' _
began with athorough review of the Domastic Equity

Portfolio that included an evaluation of each equity
manager’s style and historical performance. As a
result of the review, one manager was dismissed,
and it was determined that the total equity portfolio
was hiased toward large capitalized growth stocks

(companies with over $1 billion in assets). This

indicated the need for greater style diversification.

With the assistance of the firm of D'orn Helligsen
and Cottle, staff initiated searches to find equity
managers with expertise inmanaging portfolios con-

sisting of companies with smaller capitalization (less
than $1 billion in assets). More than 70 equity man- -
- agement firms were analyzed and of these, six were
invited to make_presen_tatrons to the Commissioner
and Treasury staff. Four managers were selected -

and funded in the fall of 1992. The specialties of

these firms split evenly between a style bias for . |
value companies, whose stocks are considered : |

underpriced, anda st_yle bias for growth comparies,
whose earnings are expected to increase.

Management of rhe Domestic Equity Portfolio was
further diversified by selecting and fundmg two eq-
uity managers who employ large cap!tallzatlonva[ue

style bias. Another manager was hired who uses a'

“tactical asset allocation” style. ThIS is a method of
analyzing the \raluatlons of the equity and bond
markets and adjustmg the market exposure toward
the ass et class that adds the c;reatest value
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With the Def'n'estlc. EqLuty Portfalio re- balaﬁced:

~ attention was directed toward the International

Equity Portfolio. The existing international portfolio
consisted of two managers with a mandate to out-
perform the Morgan Stanley Capital international
Europe, Australia, and Far Fast index (EAFE), the
banchmark index far international investments.

It was decided ta retain ons of the managers with an
EAFE mandate and to asstgn the ather manager a

_portiolio of European equities. An existing domastic

equity manager became a “global manager” with an
expansion inte international equities. Another global

- manager was hired to help oversee investments in

international and domestic stocks. Additionally, twa

Pacific Basin {excluding Japan) managers were

hired.

Toround out the 1hternatiorial' equity allocation pian, '
the Alaska State Pensionlnvestment Board (ASPIB)

wilt conduycta search during fiscal year 1994 for one
or more firms to manage emerging markets. Man-
agementse!ecnonandfuncimgshould beconcluded
hy January, 1994,

'Eqm_t_ies' Perfarmance
For the quarter ending September 30, 1992:

Growth stocks added the mostvalue o the domestic
equity market. Stocks with the highest pricefearn-

ingsratios were good performers, regardless of their

size. Despite the decline in vaiue sufiered by the
U.S. dollarrise, mternatlonal equities had a return of

1.5% for the quarter, as measured by the EAFE
index. The Japanese and Swiss equity markels

* were the best performers with retums of 13.6% and

12.3% respectively.

' For the quarter endmg December 31, 1992:

Small capltalization stocks were the strongest per-
formersin the domestic equity market. This sector of
the market added double digit returns versus the
larger capttallzanon stock index (S&P 500) of 5.1%.
Low infiation and renewed signs of mcreasmg con-
sumer confidence helped propel the domestic equity
market. Internaticnal equities fell 3. 9% for the same
period. Both Europe and Pacific regional equity
markets had negative returns. Europe declined4.9%

" and the Pacific region declined by 2.8%. These

regions had negative returns due to continuing
signs that Europe and the Pacific regions wereina
recession.

For the quarter ending March 31, 1993:  Poor
performance from the consumer sector of the equny
market inhibited returns. This stemmed in part from
bad weather in many parts of the country which
kept shoppers home, and from smatler tax refunds
during the quarter, contributing to the poor perfor-
mance of this sector. During the period, smaller
capitalization stocks modestly. outperformed the
larger capitalization stocks. Led by Japan, with
returns of 18.6%, the international equity market
returned 12%. Investors also profited by a weak-
ened U.S. Dollar during this period. The returns for
international equities was 8.5% in local currencies.

Final quarter, ending June 30, 1933; Early
fears of inflation were quleted as economic growth
failed to keep pace with expectations. The sluggish
econamy and the strong chance of hlgher taxes
made consumets cautious as they sought low-
priced generic goods. Makers of brand-name prod-
ucts In the consumer non-durable sector suffered
with negative returns. The apparel (-19.1%),
tobacco (-18.7%) and retail (-8.5%) industries were
particularly affected.

During this same period, the international equity
market provided double digit returns of 10.1% for
the second quarter in a row. Japan {19.4%), Hony
Kong (12.8%) and ltaly (22.2%) were the best per-
forming markets during this period.

Performance of equity managers for Fiscal Year

1993: The aggregate performance of both domes-
tic and international equity managers exceeded the
median performance of managers in the Callan
Associates’ database. The Domestic Equity Portfo-
fio had returns of 15.87%, which exceeded the
benchmark S&P 500 index (13.58%) by aver 2%:
While out-performing most active managers, the
International Portfolio under-performed the EAFE
Index {8.44% versus 20 .28%) because one man-
ager limited investment exposure to the Japanese
stock market. The Japanese stock market had
returns in excess of 40%.
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The restructuring of the Domestic and international
Equity Portfolios -should enhance future perfor-
mances. Risk will also be reduced due 1o improved
style diversification.

Fixed Income

The Public Employees’ Retirement System’s (PERS)
$2.008 billion of fixed income investments are man-
aged internally by a staff of three. During Fiscal Year
1293 the fixed income investments produced out-
standing returns. The pertfolio was constructed to
take advantage of several trends in the economy
while avoiding several trouble spots.

Fiscal 1993's fixed income returns were measured
against both the LehmanGovernment/Corporate
Index and the Callan Associates’ universe of fixed
incame managers. While Fiscal 1993's returns were
excellent, the 3 year and 5 year returns have been
ouistanding. These returns were produced by a
strategy designed for consistent long-term earnings
with limited risk. The strategy is based on three
principles. -

First, -inve’sting'is a fong-term -'undertaking. There-

fore, long-term trends, objectives, and risk/return
analysis should guide the process. The long-term
focus should not be blurred by short-term oppaortuni-
ties or trends.

Second, investment effort should be focused whers
the long-term risk return relationship is most advan-
tageous. Our research found that intermediate
corporate and government bonds (5 to 10 year
. maturity) have, since 19286, provided approximately
half a percent greater return. Our study also found
that these superior returns were achieved with less
" risk. Consequently, investments are focused on
intermediate corporate and government bonds.

Diversification and risk control make up the third
element of investment strategy. The corporate bond
portfolio is restricted to investment grade bonds.
There are no “junk bonds” in the portfolio. PERS will
not purchase more than 10% of any individual issue
and no individual issuer's debt will comprise more
than 5% of the total porifolic. These and other
restrictions presetve the liquidity of the portfolio and
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reduce the risk that one company's trouble will
significantly affect the enfire portiolio.

During Fiscal 1993 there;wéfes.everal key economic
and market factors that affected the portfolio’s re-
turn. Subdued inflationary pressure and the

economy’s erratic and weak performance restited
in lower interest rates alorig the entire maturtty'

spectrum. These lower rates induced many home
owners to refinance their mortgages, which resulted

in poor returns within the mortgage backed securi-

ties markets. Many fixed income managers reduced

their investments in mortgaged backed securities

and bought additional U.S. Treasury securities. The

U.S. Treasury announced a changein the maturity

mix of the securities it will auctlon in‘the future. This

will reduce the supply of Ionger matyrities and in-
crease the supply of shortterm securities. The netﬂ_
results were a lower, fiatter yield curve and better

returns for longer maturlty bonds

The slowly improving economy heiped reduce the:"
required credit premium an corporate bonds. As'a-
- result, corporate bonds hadbetter performancethan _-

similar U.S. Treasury bonds.

The PERS portfolio had a slightly Ionger maturity

and a greater.concentration in high grade corporate :
bonds than the Lehman Government/Corporate.
index. 1t is these two characteristics that gave the!

portfolio its return advantage over the index.

Real Estate Equitles

Real estate equities consist of holdings in seven
commingled funds managed by nationally recog-
nized real estate investment advisors. The market
value ofthese holdings declined from $118.0 million
in FY 1992 to $114.3 million in FY 1893,

The commingled funds total return improved
substaptially from -11.8% inFY 199210 -0.9% inFY
1993. Whila the income component increased from
5.3% to 6.6%, the greater change was in the appre-
ciation component that improved from -17.1%
to -7.6%.

The -0.9% total return compares favorably with the
NCREIF Index of -3.66%. Callan’s 150 fund perfor-

_mance database median reflacted a total retumn of

0.55.
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White- improvements in total returns have been
achieved, our commingled tunds have not yet re-
verted to providing positive returns. that were com-
mon in the sarly and mid 1980s. What should be
noted, however, is that the income component of the
total return is positive and improving. The improve-
ment is signaling that the rate of real estate value
loss is declining.

Overall, real estate values appear to be stabilizing.

Apartments have lead ail other real estate classes in
recovery. Pension funds, privaie investors and Pub-
lic Real Estate Investment Trusts (REITs) have
been very active in the buy side of the market. The
result has been substantial downward pressure on
initial yields with more productcoming on the market
because of higher pricing.

Industrial property values have been buffeted by

more negative factors than any other major real

ostate class, Over-building, the real eslate reces-
sioh, fundamental production and distribution sys-

- tem changes, as well as defense cut backs, have

affected va[ups

Retail properties were hegatively affected as dis-

posable income declined and buyers postponed

large ticket purchases. With continued low public

confidence in the near term economic recovery,
retail sales recovery continues to be slow. Properly
developed and located shopping centers have-not
been affected as dramaticaliy as other retail property
types. The office market, because of severe over-
building and tenant downsizing, continues to be
troubled. :

Most observers expecta gradual recovery of thereal
estate market by end of the decade. Over-building -
and projected slow nationwide recovery are the
maost oftan cited reasons for the sluggish growth

The recent value losses and slow growth scenatio
have not produced a flood of aggressively priced

quality properties from distressed sellers (i.e.: Insur-

ance companies, commingled funds, banks). There

appears 1o be a great deal of capital available for

quality, investment grade real estate as many funds

have unfiled real estate asset allocations. itis also

reported that more pension funds are becoming

invalved with real estate as available returns are.
improving in certain classes and many locations.

Because of heavy weighting towards apartments
and high guality retail, the PERS commingled fund
investments should cantinue io see gradualincreased
income and total returns as the economic recovery
continues. :
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Marketable Debt Securities : -

i U.S. Governmeni Debt $ 715,944 804,158 483,381 283,574 850,199 1,003,865 25.37%
Federal Agency Debi 58,095 57,766 14,196 10,687 DE,342 851,275 1.55
Morigaged Backed '

Federal Securities 8,762 5,848 - 5,848 ~ - -
Corporate Debt 803,736 852,468 225,044 236,602 749,302 840.910- 21.25
Commercial Paper - . 280853 190,000 99,887 99,859 - - 2,53
Equity Securities : _
Domestic Equity Poal 1,125,674 1,296,970 243,844 - 1,384,059 1540814 38.94
International : _ : _

Equity Fool 181,449 187,832 100,543 - 283239 288,175 7.28 -}
Real Estate
Martgage Loans, _ o

Met of Allowance 67,575 76,236 71,700 79,568 g,368 8,368 0.21
Real Estate Equity : _

Investrients 152,285 118.049 5757 10,368 168,164 113438 2.87
Total Investents $3,118,512 3,300,127 1,374,324 816,647 3,586,650 3,956,804 100.00%
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) .Tofal Fun&
PERS
CPI

U.S. Common Stock Returns
PERS Domestic Equity
S&F 500

International Stock Returns
PERS International Equities
Morgan Stanfey Capital Interntl EAFE

Domestic Fixed Income
' PERS
Lehman Brothers
Government/Corporate

Real Estate Equity
"PERS

NCREIF index

14.12%
485

18.02
20.53

9.5
9.52

14.26

12.34

5.36
6.22

10.05%
468

18.50
16.41

15.04
3.26

5.85

7.11

-6.32
1.46

7.21%
4.69

5.87
7.41

-7.97
-11.53

10.32

10210

-t2.11
-6.08

11.60%
3.08

11.10
13.45

7.74
-0.64

15.10

14.17

-6.24
-4.60

14.25%
2.82

15.68 .
13.68

8.44
20.28

15.17

13.15

-0.93
-3.66

10.98%
3.44

1150
11.44

2.44
1.87

13.51

12.50

-8.43
-3.94

11.42%
4.00

13.51
14.19

B.17
3.64

12.29

1137

2,81
0.04
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Investment Advisors
Dorn, Helliesen & Cottle

Performance Measurement
Callan Associates, Inc.
SE| Funds Evaluation Services
The WM Company

Real Estate Consultants
Institutional Property Consuitants

Demestic Equity Managers
Ark Asset Management Co., Inc.
Capital Guardian Trust Co.
Fred Alger Managemeant
iDS Advisory Group
Invesco MIM, Inc.
McKay-Shields Financial Gorp.
John McStay investment Counsel
Newbold's Asset Management, Inc.
The Putnam Companies
RCM Capital Management
State Street Global Asset Managemant

Tactical Asset Aliocation Managers
Wheils Fargo Mikko Investment Advisors

Global Equity Managers
Lazard Freres Asset Management
Miller, Anderson & Sherrerd

International Equity Managers
Citibank Giobal Asset Management
G.T. Capitat Management
J.P. Morgan [nvestment Mgt., inc.
Wellington Management Co.

Total

$55,834

33,011
8,200
2,151

11,000

760,344
120,782

95,159
&77,304
390,534

75,547
333,908
104,200
276,171
245,622
148,703

273,340

52,902
736,236

439,164
18,642
446,338
23,693

$5,228,755

Alaska Fublic Employees' Retirement System
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1983
1984
1985
1986
1987
1988
1989
1990
1991
1092

24,703
25,803

27,183

27,643
26,762

- 26,676

28,044

29,088

29,840

30,721

926
1,333
1,525
1,766
1,921

1,808

2,314
2,745
3,015
3,249

4,249
7,849
7,945
8,155
3,965
3,101
3,365
3,605

4,108 .

4,380

33,403
38,844
40,970
- 42,221
38,209
38,377

42,891
45,321
47,054

40,690

1983
1884

1985

1986
1987
1088
1989
1990
1991
1992

3,525
3,859
4,317
4,657

. 5,651

6,702
6,067
7,365
8,358
8,704

63.49.

63,80
63.82
64.05
60.39
62.82
63.28

63.62

63.15
63.58

$ 729
750
836
839
925
945
957
968

1,038

1,075

Alaska Public Empioyees’ Retirement System
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1984
1985
1986
1987
1588
1989
1990
1991
1992

3,417

3,754
4,017
4,952
5,844

5,906
6,211

7,049
7,304

- 178

217

249

280
342
395
433

. 467
- 518

59
65
74
83
108
131
151
168
180

3,668
4,050
4,356
5,336
6,315
6,455
6,818
7,686
8,005

1984
1885
1986

1987

1988
1989
1980
1991
1992

151

224 -

252
264
328
439
474
600
615

10
-1

i1
18
19
31
33

14
14
14
14
14
14

14

19
21
25
26
34
41
40
41
51

191
267
301
315
387
512
547
6872
699
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1984

1886
1987
1988
1989
1990

1992

1985

1991

$22,948,281
26,716,551,
30,783,660

38,286,689
49,908,865
56,581,608 |

| 56,706,543

66,498,467
70,906,281

$1,061,905

1,191,081
1,510,873
1,678,314

1,886,816

2,253,603

2553732 .

2,862,406
3,226,643

$531,571
599,736
661,684
918,318
1,352,880
1,537,276
1,795,950

11,958,274

2,188,749

$1,978,963
2,314,906
2,689,418
3,306,971
4,272,015

5 538,605
5,781,788

4,744,460
4,749,861

53,158,007
4,710,953
5,705,759
6,855,297

7,722,657

11,088,778

8,670,156 |,

8,798,255 | .
19,642,023 |

$6,093
5,764
7,911
6,661
5,419

4,499

4,336

- 2,095

3,277

529,684,820
35,539,801
41,359,305
51,052,250
64,096,151
72,844,103
74,608,677
86,501,670
194,095,516

19284
1985
1986
1987
1988
1989
1990
1991
1992

$2,325,300
2,623,083

3,012,464

4.564,450
7,055,927
7.498,963
7,639,142
9,916,920

10,620,889

$268,192
276,005
242,810
253,767
267,169
302,351
341,165
381,087

411,640

$ 255,246
306,124
405,985
436,133
630,047
722,067

1,022,664
878,533

1,022,998

. $206,409
295,026
067,954
399,462
623,044
535,839
644,284
836,279
903,166

$ 319,448
486,200
627,285
767,201
775,307
900,807

1,064,988
1,136,334
1,305,885

$403
136

| 4,558,493

$ 3,374,998
3,846,674

6,421,013
| 9,360,494
10,080,027
110,712,243
113,149,153

14,264,578

' Cost of Living in Alaska’ | - _
2 Post Petirement Pension Adjustment (Cost of Living Allowance) .
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10-YEAR COMPARISON OF VALUATION ASSETS AND ACCRUED LIABILITIES

4000
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2000
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Liabilities
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10-YEAR COMPARISON OF REVENUES AND EXPENSES

800
700 |
600 |
500 |
400 }
300 }
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10-YEAR BREAKDOWN OF REVENUES BY SOURCE

500
450
400
360
300
- 250

Million_s

200
150
100

50

1884 1885 1088 1988 1989 1990 1991 1992 1883

Net Investment income | Employer Contributions % Employee Contribution

10-YEAR BREAKDOWN OF EXPENSES BY TYPES
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100 |
: 80 =
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Millions

40

20
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Retirement Benefits Medical Benefits | Il Refunds

1986 1987 1989 1990 1991 1992 1993

1 Administrative
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iINVESTMENT PORTFOLIO
Year Ended June 30, 1993

Faderal Agency Debt
1.55%

b\

Corporate Bond, Notes,
and Debentures -
21.25%

United States Government Debt
: 25.37% /

(

Commercial Papar
2.523’0

Loan and Morigages 0.22%
Real Estate Equ'rlieé 2.87%

“Intarnational Equity Peol .
7.28% '

Domestic Eq.uity Poal
’ 28.94%

10-YEAR COMPARISON OF ACTIVES AND RETIREES -

35
30

25 -

15 +—

Thousands

10 |-

1984 1935 1986 1987 1988 1989 1990 1991 1902 1993
Actives ) Retirees
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Emplover

Akutan, City of
Alaska, State of

Policermen, Fireren

All Other Employees
Alaska Gateway School District
Alaska Housing Finance Corporation
Alaska Municipal League
Alaska, University of .
Alaska Geophvsical Institute, University of
Aleutian Region Schoal District
Aleutians East Borough
Aleutians East Borough School District
Aleutians West Coastal Resource Service Area
Allakaket, City of
Anchorage, Municipality of
Anchorage Parking Authority, Munlmpalrty of
Anchorage School District
Annette island School District
Atka, City of

Barrow, G[ty of

Bartlett Memorial Hospltai

Beting Stralts Coastal Resouice Service Area
Baring Strait School District

Bethel, City of

Bristel Bay Boraugh

Bristol Bay Borough School District

Bristol Bay Coastal Résource Service Area
Bristol Bay Housing Authority

Chatham School District

Chugach Regional School District

Cook Inlet Housing Authority

~ Gopper River Basin Regtonal Housing Authority
- Copper River School District

Cordova, City of '

Cordova Communily Hospital

Gordova Public Schools

Craig, City of -

Crazg Czty School District

Alaska Public Employees’ Retirement System

Contribution Percentage
11.94

1545
14.02
12.83

- 915
10.00
675
6.75 -

. 0.00

- 10.00 - -
10.24 -
11.13
12.83
12.31
6.33
14.89
0.89

. 14.47

0.00
12,12

037
7.97
12.83
1182
17.89
13.90 . -
542

1186 -
188
18.70
9.31 -
8.14
13.28"
--0.00
16.31
9.74
1453

87
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Employer (continued)

Delta/Greely School District
Denali Borough

Denali Borough Schaol District
Dilingham, City of
Dillingham City School Bistrict

" Elim, City of

Fairbanks, City of

Fairbanks Municipal Utiiity System

Fairbanks North Star Borough _
Fairbanks North Star Borough School District

~ Fort Yukon, City of

Galena, City of .
Gatena City School District

- Grayling, City of

Haines Barough

Haines Boraugh School Bistrict
Haines, City of

Homer, City of

Hoonah, City of _
Haonah City Schoot District

Hooper Bay, City of

Huslia, City of
Hydaburg City School District

Iditarod Area School District
Interior Regional Housing Authority

Juneau Berough School District
Juneau, City and Borough of

" Kachemak, City of

Kake City Scheol District
Kaltag, City of _
Kashunamuit School District

. Kenai, City of

Kenat Peninsula Borough
Kenai Peninsula Borough Schoot District

| Ketchikan, City of

Ketchikan Gateway Borough
Ketchikan Gateway Borough School District’

Contribution Percentage

11.86

12.83
0.44
4.75

17.55

19.18

18.37

18.37
1.86
1.86
0.00

0.00 -
0.00
17.00

5.92
11.95
0.00
13.69
0.00
27.70
13.35 -
12.18
10.29

7.56
16.91

13.60
1146

- 12.83
1283
12.83
12.15
0.00
13.95
14.95

25.30
7.81
17.48

Alaska Public Employees' Retiremant System




Emp!dyer"(continued) '

King Cowve, Citv of
Kivalina, City of
Kiawock, City of
Klawock City School District
- Kodiak, City of -
Kodiak Isiand Borough
Kodiak istand Borough School District
Kotzebue, City of
Koyuk, City of
Kuspuk School District

Lake and Peninsula Borough

Lake and Peninsula Schooi District

Lower Kalskag, City of

Lower Kuskokwirm School District
“Lower Yukon School District

Matanuska-Susitna Borough
Matanuska-Susitna Borough School District
Mekoryuk, City of

Mountain Village, City of

Nenana, City of
Nenana City Public Schools
Noma, City of '
Nome Public Utilities
Nome City Public Schools
Noarvik, Gity of
. North Pacific Fisheries Management Council
Narth Pale, City of
North Siope Boreugh -
North Slope Borough School District
Northwest Arctic Borough
Northwest Arctic Borough School District
Nuigsut, City of

Qid Harbor, City of

Falmer, City of

Pelican, City of

Peglican School District
Petersburg, City of

Petersburg General Hospital
Petersburg Public Schools
Pribilof Regionat School District

Alaska Public Employess' Retirsment System

Contribution Percentage

0.12

10.82
27.18
10.73
12.71
9.07
3.25

0.00 -

12.83
1.98

14.64

6.24

12.83
8.95

9.84 -

. 840
840
12.83
11.94

0.00

1.20

5.87

0.00

4,05
11.28
0.00
0.00

4.92

7.93

- 8.48

0.00
24.66

13.89

14.82
1143
18.79

- 1613

16.13

 18.13

5.32
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Employer (continued)
Quinhagak, City of
Ruby, City of

Saint George, City of

Saint Mary's, City of

Saint Mary’s School District
Saint Paul, City of

Sand Point, City of
Saxman, City of

Selawik, City of

Seward, City of

Seward General Hospital
Shishmaref, City of

11" Sttka, City and Borough of

Sitka Community Hospltal
Sitka School District
Skagway, City of

_Skagway City Sehoot District

Soldotna, City of '

. Sdutheast Islands School District
South East Regional Resource Center
Southwest Region Schools

-Special Education Service Agency

Tapnana, City of
Tanana City School District
Tharrie Bay, City of

Unélaklleet City of
Unalaska, City of
Unalaska City School Dlstrlct

Valdez, City of
Valdez City Schools

Wainwright, Cily of
Wasilla, City of
Whittier, City of
Wrangell; City of
Wrangell City Schools

Yakutat, Gity of

Yakutat City School District
Yukon Flats School District
Yukon-Koyukuk Schoot District

Contribution Percentage .
12.83
1.99

39.75
8.23
12.73
0.57
14.62
24.43
10,00
7.54
24.34
12.50
16.15
9.25
11.94
0.00
26.95
16.04
2.97
2.95
456
11.13

1.81

14,72
7.78

12.28
0.00
1.19

. 044
882

21.61

. 10.89
. 8.68
12.33
10.86

1474
12.83

~ 0.00

- 0.00
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{1) Effective Date

(2)

@)

(4)

January 1, 1961, with amendments threugh
June 30, 1893. Chapter 82, 1986 Session
Laws of Alaska, created atwo-tier retirement
system. Members who were first hired under
the PERS before July 1, 1988, are sligible for
differant benefits than members hired after

June 30, 1986.

Administration of Plan

The Commissioner of Administration is
responsible far administering the System.
The Public Empioyees’ Retirement Board
prescribes policies and regulations and per-
forms other activities necessary to carry out
the provisions of the System. The Alaska
State Pension Investment Board is respon-
sible formanaging and investing PERS funds.

‘The Attorney General represents the

System in legal proceedings.

Empioyers Included

.Cufrently there are 152 employers partici-

pating in the PERS, including the State of
Alaska and 151 political subdivisions and
public organizatians.

Members Included

PERS membership is mandatory for all per-
manent full-time and part-time employees of
the State of Alaska and participating political
subdivisions and public arganizations, un-
less they are specifically excluded by Alaska
Statute or participationagreements. Employ-
ees participating in the University of Alaska’s

~ Optional Retirement Plan or other retirement

plans funded by the State are not covered by
the PERS. Elected officials may waive PEHS
membership.

Alaska Public Employses' Retirerment System

(5) Credited Service -

(6)

Permanent employees who work at least 30
hours a week earn full-time credit; part-time
employees working between 15 and 30 hours
a week earn partial credit based upon the
number of hours worked. Members receiv-
ing PERS occupational disability. benefits
continue to earn PERS credit while disabled.

Members may claim other types of setvice,
including military, temporary, Alaska Bureau
of indian Affairs, and pre-1961 service with
the State, former Territory or U.S. Govern-
ment in Alaska. Members may also claim

certaln elected official, peace officer, correc- -

tional officer, and fire fighter service that
was not creditable at the time it was per-

- formed. Leave without pay occurring after

June 13, 1987, while & member is receiving
Workers’ Compensation may be claimed.

Past employment with participélting political
subdivisions that occurred before the
employers joined the PERS is graditable if

_the employers agree to pay the required

coniributions.

Employer Contributions

Individual contribution rates are established
for each employer based upon consalidated
and past service rates,

The consolidated rafeis a uniform rate for all
participating employers, which is amotrtized
ta include future service liabilities (less the
value of members' contributions) for the
members’ fulure service.

The past service rate is determlned sepa-
rately for each emp!oyer to amortize thair

{Continued}
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8

unfunded past service liability with level pay-
ments over 25 years. Funding surpluses ars
amortized over five years.

Member Contributions

Police and fire members are required fo
contribute 7.5% of their compensation; all

. other members contribliie 6.75%. Members’

contributions are deducted from gross wages
before federal income taxes are withheid.
Member contributions are required for most
typos of claimed service. Members may

. voluntarily contribute an additional 5% of

theircompensation. Members’ contributions
earn 4.5% interest, compounded semiannu-
ally on June 30 and Dacember 31.

Terminated members may receive refunds
of their member contribution accotnts, which
includes their mandatory and voluntary con-
tributions, indebtedness payments, and
interest earned. Terminated members’
accounts may he attached to satisfy claims
under Alaska Sfatute 09.38.065, federal

~ income tax levies and valid qualified domes-

tic relations orders.

- Refunded accounts and the corresponding

PERS service may be reinstated upon reem-
ploymentinthe PERS. Accounts attached to

satisfy claims under Alaska Statute 09.38.065

or afederal tax levy may be reinstated at any
time. Interest accrues on refunds until they
are paid in full or the member retires,

Retirement Benefit
The normal benefitis calculated by multiply-

ing the member’s average monthily compen-
sation {AMC) times tota! PERS service times

the appropriate percentage multiplier. The
AMC is determined by averaging the sala-
ries edrned during the three highest,
consecutive payroll years. The PERS pays

- a minimum benefit of $25.00 per month for

each year of service when the calculated
benefit is less.

The percentage muttipliers for all other mem-
bers are 2% for the first ten years of setvice,
2.25% for the next ten years, and 2.5% for all
remaining service earned on or after July 1,
1986 (all service before that date is calcu-
lated at 2%).- The multipliers for police and
fire members are 2% for the first ten years

" and 2.5% for all service over 10 years.,

Members vest with five years of PERS
service and are eligible for normal refire-
ment at age 60 and early retirement at age
55. Members hired before July 1, 1986, are
eligible for normal retirement at age 55 and
early retirement at age 50. Under the condi-
tional service provision, members may retire

‘with less service when they reach retirement
" age and accumulate the required setvice.

Members may also retire at any age with 20
years of police and fire satvice or 30 years of
all other service. '

Members may choose between the normal,
early, joint and survivor (50%, 66-2/3% or
75%), and level income options. Actuarial
adjustments to benefits are required under
all options, except for normal retirement.

Retirament benefits will be actuarially re-
duced when there is an indebtedness
remaining at retirement. However, PERS
service used to satisfy the minimum service

. requirements for retiremnent must be paid in

fuil.
{Continued)
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(10)

Reemployment of Retired Member

Retirement: benefits are suspendad while
retired members are reemployed under the
PERS. During reemployment, memhbers earn
additional PERS service and cantributions
are withhald from their wages.

Members who retired under the Retirement
Incentive Programs (RiPs) who return to
employment under the PERS, Teachers’
Retirement System (TRS), or the University
of Alaska's Optional Retirement Plan will:

(a) forfeitthe three years of incentive cred-
' its that they received.
{b) owe the PERS 110% of the benefils

that they received .under the RIP, in-
cluding any costs for health insurance,
and excluding amounis that they paid
fo participate.

be charged 7% interest on amounts
owed from the date of reemployment
until the indebtedness is paid in full or
they retire again. Any balance remain-
ing at retirament will result in an actu-
arial reduction to the member's future
benefits.

Disability Benefit

PERS disability benefits are paid until the
member dies, recovers or becomes eligible
for norma! retirement. When eligible for
normal retirement, disability benefits termi-
nate and the member is appointed to normal
retirament.

Qccupational Disability. There are no age or
service regquirements to be eligible for oceu-

Alaska Public Employees' Retirement System

(11)

pational disability. Monthly benefits equal

‘40% -of the member’s gross monthly com-
- pensation on the date of disability. Members

on occupational disability continue to earn

.PERS service until their normal retirement

date.

Nonoceupationai Disability. -Members must
be vested to be eligible for nonoccupational
disahility benefits. Manthly henefits are cal-
cutated on the member's average monthly
compensation and PERS service at the time
of termination due to disability. Members on
nonoccupational disability do not cantinue
to earn PERS service. L

Death Benefit

Occupational Deatfi. When an active mem-
ber dies from occupational causes, a monthiy
survivor's pension may be paid to the spouse.
The pensicn equals 40% of the member's
gross monthly compensation on the date of
death or disability, if earlier. If there is no
spouse, the pension is paid to the member's
dependent childrén. On the member's
normali retirement date, the benefit converts
to a normal retirement benefit based on the
member’s salary onh the date of death or
disability and service, including service that
accrues from the date of the member’s death
or disability to the normal retirement date.

Nonoccupational Death. When an active,
vested member dies from nonoccupational
causes, the surviving spouss may elect to
receive a manthly 50% joint and survivor
benefit oralump sum payment. The manthly
benefit is calcufated on the member’s aver-
age monthly compensation and PERS
service at the time of death.

{Continued)
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Upon the death of a member who has less
than one year of service, the designated
beneficiary receives the member’s contri-
bution account, which includes mandatory
and voluntary contributions, indebtedness
payments, and interast earned. The benefi-
clary also receives an additional $1,000,
plus $100 for each year of PERS service, if
the member has maore than one year of
PERS setvice.

Death After Retirement. When a retired
member dies, the designated beneficiaty
receives the member’s contribution account,
less any benefits already paid. H the mem-
ber selected a survivor option at retirement,
the eligible spouse receives a continuing,
lifatime manthly benefit.

Post Retirement Pension Adjustment

Post retirement pension adjustments

" (PRPASs) are granted annually to eligible

benefit recipients when the consumer price
index (CP1) increases during the preceding
calendar year. PRPAs are calculated by
multiplying the recipient’s base benefit, ih-

cluding past PRPAs, times:

(13)

75% of the CPl increase in the preced-

(a)
ing calendar year or 9%, whichever is
less, ifthe recipientis atieastage 65 or
on PERS disability; or

(b} 50% ofthe CPlincrease in the preced-

ing calendar year or 8%, whichever is
less, if the recipient is at least age 60,
or under age 60 if the recipient has
been receiving benefits for atieast five
years.

Alaska Cost of Living Allowance

Eligible benefit recipients who reside in
Alaska receive the Alaska cost of living al-
lowance (COLA}, which is equal to 10% of
their base benefits or $50, whicheveris more.
The following benefit recipients are eligible:

(a) members who were first hired. under
the PERS before July 1, 1886, and
their survivars;

{b) members who were first hired under

the PERS after June 30, 198€, and
their survivors if they are at least age
G5; and

all disabled members.

Alaska Public Employees’ Retirement System
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TEACHERS' RETIREMENT BOARD

Dorothy Waells, Chair Clift Koivisto, Vica Chair
Term Expires; 6/30/96 Term Expires: 1/21/34

Stephanie Winsor
Term Expires: 8/30/98

Marjorie Fowler
Term Expires: 1/31/96

Roger Aldrich
Term Expires: 1/31/95
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FINANCIAL SECTION







* Peat Marwick

Certified Public Accountants

601 West Fifth Avenus
Suite 700
Anchorage, AK 98501-2258

Indeﬁendent Auditors’ Réport

Division of Retirament and Benefits and
Members of the Alaska Teachers” Retirement Board
State of Alaska Teachers’ Retirement System:

We have audited the accompanying statements of net assets available for plan benefits ofthe State
of Alaska Teachers' Retirement System (Plan) as of June 30, 1993 and 1992, and the refated
statements of changes in net assets available for pian benefits for the years then ended. These
financial statements are the responsihility of the Plan's management Cur. respons;bmty is to
express an opinion on these ﬁnanc:al statements based on our audits. -

We conducted our audits in accordance with generaily accepted auditing standards. Those
standards require that we plan and perform the auditto obtain reasonabie assurance about whether
the financial statements are free of material misstatement. Anaudit includes examining, ona test
basis, evidence supporting the amounts and disclosures in the financial statements. An auditalso
includes assessing the accounting principles used and significant estimates made by management,

~as well as evaluating the overall financial statement presentation VWe believe that our audits -

provide a reasonable basis for our opinion.

Inour opinicon, the financial statements referred to above present fairly, in all material respects, the

“netassets available far plan benefits of the State of Alaska Teachers’ Retirement System as of June

30, 1993 and 1992, and the changes in net assets available for plan benefits fortheyearsthen ended
in conformity with generally accepted accounting principles,

Our audits were made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information included in Schedules 1 through 4 is presented
for purposes of additional analysis and is not a requiired part of the basic financial statements.- Such
information has been subjected to the auditing procedures applied inthe audits ofthe basic financial
statements and, in our opinion, is fairly stated in all material respects m relation to the basic financial
statements taken as a whole.

September 15, 1993. /47/%6 AM ?/)/(7&4 e c,.é,

Mernber Firmn of
Kiynveld Feat Marwick Goerdeler

Alaska Teachers' Retirement System

77




.78

Assets:
Investments, at market value:

United States Government debt
Federal agency debt

. Corporate bonds, notes and debentures
Commercial paper
Domestic equity pool.

* International equity pooi -
Real estate equities

Total invesiments

Loans and mortgages, at market value, net of allowance

for loan losses of $4,026 in 1993 and $12,598 in 1992

Receivables: -
Contributions -
Retirement incentive program
Accrued interest and dividends
Total receivables

Cash and cash equivatents
Total assets

Liabilities: -
Accrued expenses
- Due to General Fund
‘Commerce settlement liability
Total liabilities

Net assets available for plan benefits

See accompanying hotes to financial statements,

1903 1082
$ 530308 424,620
24 311 D2 846
505976 493,450
66,921 i
870400 795,659
181.041 116,680
67.705 ___70.478
2264662 1.923.733
6813 _ 66,053
8,691 12,998

430 2 450
20430 __ 19.116

29 551 24564
7867 12498
5308803 2036848
953 1,840
1,322 3.070

115 ]
5390 4.910
$2,306503 2,031,938
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Additions:
“Investment income:
Net unrealized apprectatlon in market value of investments
inferest :
Dividends
“Net realized gains on sales
Total investment income before provision
for losses on loans and mortgages

Provision for losses on loans and mortgages
MNet investment income

Contributions:
Emplovers
Employees
Retiremeant incentive program - employers
Totat contributions

Other
Total additions

Deductions: :
Beneiits paid:
Retirement
Medical
Total bensfits paid

Flef_unds to .termin_ated employees
Administrative expenses
Total deductions

Net increase
Net assets avallable for p%an benefits at beglnmng of year

Net assels avatlable for plan benefils at end of year

1952

1993
$ 48,863 . 54,770
83,200 80,605 .
30,054 29,180
118,189 __ 56.348
280,376 220,902
3200 __(8.004)
283576 _ 212.878
58,130 55953

| 46,497 - 44,338
= 118
104,627 _ 101408
.
288029 _ 314.297
2703 . 88,648
12,080 _ 10,111
104,792 . 98,759
2,448 2,641
6424 __ 55612
113,664 __107.012
274565 207,275
2.031,938 1,824,663
$2,306,503 2,031,938

See accompanying notes to financial staternents.

Alaska Teachers' Retirernent System
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(1) Description

The following biief description of the State of
Alaska Teachers' Retirement System (Plan) is

provided for general information purposes only. -

Participants should refer to the Plan agreement
for more complste information.

General

" The Planistha administrator of a defined benefi,

cost-sharing, multiple-employer public employee
retiroment system established and administered
by the State of Alaska {State) to provide pension
benefits for teachers and other eligible partici-
pants. Benefit and contribution provisions are
established by Staie law and may be amended
ohly by the State Legislature. The Planis consid-
ered a part of the State financial reporting entity
and is included in the State’s financial reports as
apension trustfund. In determining the status of
the Plan as a component unit of the State, the
following elements were considerad: financial
interdependency, selection of governing author-
ity, designation of management, ability to signifi-
cartly influence operations, and accountabllny
far fiscal matters.

At June 30, 1993, the number of participating
tocal government employers was:

School districts 54
- Other. _ _7
Total employers 61

Inclusion in the Plan is a condition of employ-
ment for permanent school district, University of
Alaska and State Department of Education em-
ployees who meet the eligibility requirements for

_ participationin the Plan. AtJune 30, 1992, Pian
“membership consisted of!

Retirees and beneficiaries
currently raceiving
benefits and terminated
employees entitied

to future benefits 4312
Current empioyees:
Vested 5422
Nonvested _ 3,816
. . 9038
13,550

Pension Benefits

Vested empioyees hired prior to July 1, 1980 are
entitied to pension benefits beginning at normal -
retirement age, fifty-five, or early retirementage,
fifty. For employees hired after June 30, 1990,
the normal and early retirement ages are sixty
and fifty-five, respectively. Employees may also
retire at any age and receive a normal benefit
when they accumulate the required credited
setvice.

The normal annual pension benefit is based on

~ years of service and the average base saiary.

The average base salary is based upon the
employee’s three highest years salaties.

(Continued)
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The benefit related to all years of service earned
. prior to July 1, 1990 and for years of service
through a tatal of twenty years is equal to 2% of
~the employee’s average base salary. The ben-
efit for over twenty years of service subsequent
to June 30, 1990 is equal to 2-1/2% of the
employee’s base salary.

-Mini-mum beneiits for empl_ayees_ sligible for
retirement are $25 per month for each year of
credited service.

Married mefnbers must receive their bensfits in
the form of a joint and survivor annuity unless
their spouses consent to another form of benefit,
another person is eligible for benefits undet a
qualified domestic relations order orbenefits are
payabie under the 1% suppiemental contribu-
fions provision,

When pension bensfits begin, major medical
benefits are provided without cost to (1) ail
employees first hired before July 1, 1880 and (2}
employees who are disabled or age sixty-five or
older, reqardless of their initial hire dates. - Em-
- ployees first hired after June 30, 19920 may
‘receive major medical benetils priortoage smty
five by paying premiums.

Death Benefits

- When benéfits are payable under the 1% suppie-

“mental contribution provision, the empioyee’s
spousa is eligihle for a spouse pension, if there
is no spouse, a survivor's allowance may be
payable to the employee’s dependent child{ren).
The amount of the pension or ailowance is
determined by the employee’'s base salary.
Employees first hired after June 30, 1982 are not
eligible to participate in this provision.

~ Ifan active employee dies from occupational or
nonoccupational causes, the spouse may

Alaska Teachers' Retiremnent System

receive a mornithly pension from the Plan. When
death is due to acctpational causes and there is
no surviving spouse, the employee’s dependernt
child{ren) may receive a monthly pension uniil
they are no ienger dependents. The amount of
the occupational death pension changes on the
date the smployee’s narmal retirement would
have cccurred if the employee had fived. The
new benefitis based on the employee’s average
base salary at the ime of death and the credited
service that would have accrued had the em-
ployee lived and continued to work uniil normal
retirement. {f benefits are payable undet the 1%
supplementat contribution provision, benefits are
nigt pavable under this prmnsuon '

Disability Benefiis-

ifan emplayee with five or more paid up years of

~membership service is not eligible for normal

retirement benefits and becomes permanently

disabled, the empioyse is entitted to a monthly

henefit. The annual disability benefit is equai to
% of the base salary at time of the disability

- plus an additional 10% of his/her base satary for

sach dependent chiid up to a maximum of four
children. At normal retirement age, a disabled
emplovee receives normal retirement benefits.

Eifect of Pian Termmatmn

Should the Plan terminate al some future time,
its net assets generally will nothe available ona
pro rata hasis to provide participants’ benefits.
Whether a particular patticipant's accumulated

* Plan benefits will be paid depends on the priority

of those benetits at that ime. Soms bernefits
may be fuily or partially provided for by the then

existing assets while other benefits may not be

provided for at ali.

(Continued)
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(2) Summary of Significant Accounting

Policies

Basis of Accounting

- The Plan’s financial statements are pre’péred

using the accrual basis of accounting.

Valuation of Investments

Security transactions and any resulting gains or
~ losses areaccounted for on atrade date (owner-

ship) basis.

Investments, other than real estate equities and
loans and mortgages, are cartied at market
value to reflect their asset values. Market vaiue
is determined at the end of each month by the
custodial agent. The agent's detertnination of
market values involves, amonhg other things,
using pricing services or prices quoied by inde-
pende nt brokers.

Real estate equities are stated at estimated
market value as datermined by the independent
managementofthe investmentaccounts, These
investments do not have a readily available
market and generally represent long-term in-
vestments.

At June 30, 1993, loans and morlgages are
stated at estimated market value as determined
by management.

Hisforlcélly, management of the loans and moft—
gages portfolio has provided an estimated

~allowance for loan losses to provide for

potential credit losses.  Factors considered by
management in developing the allowance for

loan losses include detinquency levels,

histarical .charge-offs and the aglnu of the
partfolio.

Loans and morigages include approximately
$2,911 and $8,303 for 1993 and 1992, respec-
tively, of other. real estate owned. Other real
estate owned represents properties on which

" the Plan has foreclosed and is holdmg with the
- intent to resell.

During fiscal year 1993, mortgage Ioans with a
principal balance of $46,985 were sold through
acompetitive sale. Proceeds from the sale were
$45 226, resulting in a decrease in the previ-
ously recoghized allowance for loan losses of .

- $1,759.

Cnntnhutnons Receivable

' Contnbu’uonq from employees and employers

for service through June 30 are accrued. These
contributions are considered fully collectible and,
accordingly, no allowance for uncoilectible re-
cewables isrefiectedinthef manclal staterments.

(3) Investments

To provide anindication ofthe Ievel oicredlt risk
assumed by the Plan at June 30, 1993, the
Plan's deposits and investments are catego-
rized as follows:

Deposits

Category 1 - Insured or collateralized with
securities held by the State or its custodian
in the State’s name. : '

Category 2 - Collateralized with securities
held by the pledging financial institution’s
trust department or custodian in the Stats’s
name.

Category 3 - Uncollateralized.

{Continued)
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Investments

Category 1 - Insured or registered for
which the securities are held by the State
- or its custodian in the State’s hame.

Categary 2 - Uninsurad and unregistered
investments for which the securities are

Deposiis - cash
Investmants:
United States Government debt
Federal agency debt
Corporate bonds, notes and debertures
¢« Commercial paper '
Domestic equity pool
International equity pool
Real estafe sequitiss

held by the brokers or deaier's frust depart-
ment or agent in the State’s name.

Category 3 - Uninsured and unregistered in-
vestmenits for which the secuiri ties are held by
the broker's or dealers trust department or
agent but not in the State’s name:

"~ Market

"+ value

. o and
Category carrying

1 2. 3 - walue
$ 7,867 - - 7.867
539,308 - - 539,308
24,311 - . 24,311
505,976 - - "505,976
66,921 - - 66,821
879,400 - - 879,400
181,041 - - 181,041
87705 © - - 67,705

$2,272,529

2,272,529

Durlng 1993 and 1992, the Plan’s investments (including investmenis bought, sold, as wei! as
held during the year) appreciated {depreciated} in value as follows:

United States Governmant debt
FFederal agency dalst
- Corporate bonds, notes and debentures
Commercial paper
Dornestic equity pool
International equity pool
Real estate equities
Loans and mortgages

Alaska Teachers' Retirement Systemn

1993 1092

$ 35,645 14,294
1,298 (277)

25 684 23,492

7 -
(7,108) 20,663

. 5,397 2,695
(4,503)  (13,655)
(4559) __ (466)
$52,063 45,746

{Continued)
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Thecost, marketand carrying valués ofthe Plan'sinvestments atJune 30, 1993 and 1 992 are as follows:

1993:

United States Government debt

Federal agency debt

Corporate bonds, notes and debentures

Caommercial paper

Domestic equity pool

International equity pool

Real estate eguities

Loans and mortgages, net of allowance
for ioan losses of $4,026

1992:

United States Government debt

Federal agency debt _ _

Corporate bonds, notes and debentures

Demestic equity pool

international equity pool

Real estate syquities _

Loans and mortgages, net of allowance
for ioan losses of $12,598

C'arrying

Cost Market value
$ 451,038 539,308 539,308
22210 24,311 24,311
. 451,125 505,276 505,976
66,914 58,921 66,921
781,704 879,400 879,400
178,052 181,041 181,041
91,639 67,705 87.705
6,813 6.813" 6.813
$2,049,495 2271476 2,271,475
$ 371,888 424,620 424,620
23,123 22,846 22,846
464,286 493,450 493,450
630,855 795,658 755,659
- 119,088 - 116,680 116,680
80,008 - 70478 70,478
58,369 66,053 $6.053
% 1_,81 7,625 1,889,786 1,880,786

{Continuad)
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The Commissioner of Revenue has the statutory
authorily 1o invest the monies of the Pian. This
authority is delegated to investment ofiicers of
' the Division of Treasury of the Depatiment of
. Reveniue. Alaska Statute provides for the in-
vestment in United States reasury or agency
securities; corporate debi securities; preferred
and common stock; commercial paper; securi-
ties of foreign governments, agencies and
" gorporations; fareign lime deposits; gold bultion:;
* futures contracts for the purpose of hedging; real
estate investment trusts; deposits within Alaska
savings and toans and mutual savings banks;
deposits with state and national banks in Alaska;
guaranteed foans; notes collateralized by
~ mortgages; certificates of depasit and banker’s
‘acceptances. Effective July 1, 1993, the Alaska
State Pension investment Board assumed
statutcty oversight of the Plan’s investments.

(4) Ppoled Investiments
Domestic Equity Pool
The investment activity of all domestic market-

-able securities was consolidated with the
- domestic marketabie securities of other Stale

- funds to form a domestic equity pool. The

activity and the June 30, 1293 and 1992 bai-
ances of this domestic equity pool are
accounted for on a unit-accounting basis. All
income &nd realized and unraalized gains
and losses are allocated monthly to each
participant on a pro rata ownership basis, All
income earned is included in dividend income.
At June 30, 1993 and 1992, the Plan’s invest-
mentinthe domnstlc equity poo! is comprised of
the foltowing:-

Alaska. Teachers’ Betlirement System

1993 - 1992
‘Marketable securities,

at market $823, 387 - 738,692

Interest and dividends S
receivable 3,151 1,883

" Cash and cash : g S
equivalents: 52,862 55104
785,659

$ 879,400

International Equ_ity Pool

* Ths Plan, along with the Public Employees’

Retirement System, has formed an mternatlonai

“equity pool comprised of investments in var:ous
~types of international equity securities.  The

majoiity of the internafional equity pool is com-
prised of common stock with available cash
balances invested inshort-term debtinstruments.
Alf accrued income, realized gains and iosses,
and income received are allocated monthly to
the two participating funds on a pro rata owner-
ship basis. '

The international equity pool at Jun‘é'GD, 1953
and 1892 is comprised of the following:

_ 19593 1892
Marketable securities, '
 atmarket $142,215 106,846
Cash and cash o

cquivalents 38,826 9,834
$181,041 - 118,680

{(Continued)
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Short-Term Investment Pool

The Plan, along with three other State retirement
systems, participates in a short-term investment
pool formed during 1993. Each participantowns
shares in the short-term investment pooi, the
number of which fluctuates daily with contribu-
tions, withdrawals and income. The assets of
the short-term investment pool, cemprised of
repurchase agresments and cash, are included
in cash and cash equivalents. Because the
short-term investment pocl consists of overmnight
investments, market value equals cest; there-
fore, there are Ho gains and losses and all

“investment income . is from interest. Inlerest

accruals are based on the Plan’s pro rata share
of the shori-term investment pool and are cred-
ited to the Plan daily, thereby compounding
daily.

At June 30, 1993, the Plan’s investment in the

- short-term mvestment pool is comprised of the

foilowmg
Repurchase agreement $7.628
Cash _ : 23
' - 87,651

Cash and cashequivalents atJune 30, 1993and
1992 are comprised of the following:

1993 1992

Interest-bearing deposits $ - 8,565
Short-term investment pool 7,651 -

- Unsettled investment
fransactions 218 3,928
Repurchase agreements - 5

$7,8687 12498

(5) Funding Status and Progress

The amount shown below as “pension benefit
obligation,” which is the actuarial present value
of credited projected benefits, is a standardized
disciosure measura of the present valus of
pension benefits, adjusted for the- effects of
projected salary increases, estimated to be
pavable in the future as a result of employee
service to date. Thismeasureaisintendedto heip
users assess the Plam's funding stalus on a
going-concern basis, assess progress made in -
accumulating sufficient assets to pay benefits
when due, and make comparisoris among plans.
The measure is independent of the actuarial
funding method used {o determine contributions
to the Ptan, discussed in note 7 below.

The pension benefit obligation is determined by
William M. Mercer, incorporated and is the
amourt that results from applying actuarial
assumptions to adjust the accumulated benefits
io reflect the time value of money (through
discounts for interest) and the probability of
payment (by means of decrements such as for
death, disability, withdrawal, or retirement)
between the valuation date and: the expected
date of payment. The significant actuarial
a2ssumptions used in the valuations as of-June
30, 1992 are as follows:

a.  Actuarialcostmethod - pro}ecte'd unit credit,

unfunded accrused benefit liability amortized
over twenty-five years, funding surplus am-
ortized over five years.

b. Mortality basis - 1984 Unisex Pension Mor-

tality Table set forward one year for male
members and set backward four years for
" fermnale members.

{Continued)
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Retirement age - retirement rates based on
the 1986-1990 actua!l experience.

Discountrate - 8% per annum, compotinded
annually, net of investment expenses.

Health cost inflation:

. Yoar Per anhum
1993 11.5
1994 10.5
1995 : 2.5
) 1996 : 85
1897 and thereaiter 75

Salary scaie - increase of 6.5% for the first

five years of employmentand 5.5% per year
thareafter. '

. Costof living aliowance (domicile in Alaska)
- 68% of those receiving benefits will be
eligible to receive the cost of living aliow-
ance.

Contribution refunds - 100% of those
employeas tarminating after age thiny-five
who are vested will leave their contributions
in the fund and thereby retain their deferred
vested benefit. All others who terminate are
asstimedto havetheir contribuiions refunded.

Asset valuation - five-year average ratio
of actuarial and amortized costvalues of the
Plan assets. Prior to June 30, 1992, the
actuarial value of the assets equaled the
market value of the Plan’'s assets, except

- that fixed income investments were carried

at amortized cost value. Effective June 30,
1992, the actuarial value of assets equals
the market value as reporied. Valuation
assets cannot be outside of the range o
amortized cost and actuarial values.

Alaska Teachers' Retirement System

Turnover and disability assumptions are based
upon the 1986-1990 actual experience of the
Plan. The foregoing actuarial assumptions are
based on the presumption that the Plan will
continue. Were the Plan ta terminate, diffarent
actuarial assumptions and other factors might
be applicable in determining the actuarial present
vaiue of accumulated banefits.

At.June 30, 1992, the unfunded pension benefit
obligation was $200, as follows: '

" Net assets available for benefits

as of June 30, 1992, at market  $2,032
Pension benefit obligation:
Retirees and beneficiaries .
currently receiving benefits
- and terminated smployees :
not yet receiving bengfits 1,111
Current employees:
Accumulated employee
contributions including .
allocated invesiment income - 341
Employer-financed, vested 656
Employer-financed, nonvested 124

Total pension benefit obligation

as of June 30, 1992 2232
Unfunded pension benefit |
abligation as of
$ 200

June 30, 1892

Due to a change in the asset .V_a[uatioln methed,
the unfunded pension benefit ebligation at June
30, 1992 decreased $62.3.

(Conimnued)
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{6) Actuarial Present Value of
Accumulated Plan Beneﬂts

The actuarial present value of accumulated
Plan benefits was determined by William M.
Mercer, Incorporated using the unit credit cost
method and the following assumptions:

a. Future salary was not considered.

b. -Future service was considered anly to the
extentthat it would permit active Plan partici-
pants to become eligible for benefits attribut-
able to service rendered priof to the date of
determination.

c. Assumptions used for mortality, withdrawal,
retirement ages, disability and investment
return are dascribedinnote 5to these finan-
cial statements. '

At June 30, 1992, the actuarial present value of
accumulated Plan benefsts was $1,930 as
follows:

The change in the actuarial present' value of
accumulated Plan benefits at June 30, 1992
follows:

Actuarial present vaiue of. -
accumulated Plan benefits
as of June 30, 1891 - $1,750
Increase (decrease} attributable to:
Additional behsfits
accumulated, inciuding :
actuarial experience 128
Change due to decrease in
the discount period - 153
Benelfits paid to participants (101}
Actuarial present value of
accumulated Plan benefits |
as of June 30, 1992 $1,930

Retired participants and
: heneficiaries of deceased

$ 1,930

. participanis $ 1,012
- Terminated participants with’ o
deferred henefits a9
Active patticipants - vested 718
- Active participants - nonvested 101
Actuarial present value of
accumulated Plan =~
benefits as of
June 30, 1992

(7) Contributions

Employee Contributions

Prior to January 1, 1981, employees contributed
7% of their base salary as required by statute.
Effective January 1, 1991, employees contribute
8.85% of their base salary as required by statute.
The employee contributions are deducted
before federal tax is withheld. Eligible
employees contribute an additicnal 1% of their

- salary under the supplemental contribution

provision. Contributions are collected by
employers and remitted to the Plan and may be
voluntarily of, under certain circumstances,
inveluntarily refunded to the employee or a
garnishing agency sixty days after termination of
employment. Employee contributions earn
interest at .the rate of 4.5% per annum,
compounded annually.

" {Continued)
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Employer Centributions

The Plan’s funding policy pravides for pefiadic
employerconfributions atactuarially determined
. rates that, expressed as percentages of annual

cavered payroll, are sufficient fo accumulate
sufficient assets to pay benefits when due.
Employer contribution rates are level percent-

The Plan also yses the level percentage of
payrol method to amortize the unfunded liability
over a twenty-five year period. Funding sur-
pluses are amortized over five years.

Contributions made in accordance with actuari-
ally determined contribution requirements de-
tarmined through actuarial valuations consist of

Alaska Teachars' Retirement System

“ages of payroll and are determined using the ~ the following: -
projected unit credit actuarial funding method. ST
1993 : . 1982
Asa Asa
percentage percentage
of covered - .. of covered
Contributions payroll’  Contributions payroll
Employer $ 58130 12.20% $ 55953 12.20%
Employse 46.497 9.76 44338 9,67
$ 104,627 21.96%  $100,291 21.87%
Normal cost 74,913 15.72 87,724 19.13
Amortization of unfunded _ _
actuarial dccrued iiability 9714 624 12587 - . 274
% 104,627 21.96% °©  $1002901 . 21.87%
._ {Continued}
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Actuarial valuations for 1993 and 1992 were
petformed as of June 30, 1992 and 1991,
N respectwely

Significant actuarial assumptions used te com-
.. pute contribution requirements are as of June
. 30, 1990.- Several actuarial assumptions at
© June 30, 1990 are different from those used to
compute ihe standardized measure of the
pension benefit obligation discussed in note 5.
For an explanation.of the changes in actuarial
assumptions between June 30, 1990 and June
30, 1992, see the notes to reqmred supplemen-
tary Informatlon

Legislation was passed in June 1989 and
amended effective April 1,. 1990 establishing
a retirement incentive program. The program
“was available to state employees from
‘October 1, 1989 through March 31,1290, and all -
other employees from July 1, 1988 through
December 31, 1089, o

The retirement incentive program receivables .

represent the reimbursement due from empioy-
ers participating in the program and is due in

minimum equal annual installments so that the -

entire balance is paid within three years after the
end of the fiscal year in which employees retired.

The amount of reimbursement is the actuarial
equivalent of the difference between the
benefits the employee receives after the
addition of the retiremant incentive under the
program and the amount the employee would
have received without the incentive, less-any
amount the empioyee was indebted as a result

“of retiring under the program. Employees were

indebiad to the Plan 21% of their annual com-

- pensation for the school year in which they

terminated employment to participate in the
programs. Any outstanding indebtedness at
the time an employee was appointed to retire-
ment resulted in an actuarial adjustment of his/
her benefil.

‘“The effect of the 1989 program oh the pension

benefit obligation was fully accounted for in the
June 30, 1990 and 1991 actuarial valuations as
the eligible empioyees retired.

- (9) Historical Trend Information

Historical trend information for 1985 through
1992 designed to provide information about the
Plan’s progress made in accumulating sufficisnt
assets to pay benefits when due is presented in
the accompanying supplemental schedules of
analysis of funding progress and revenues by
source and expense by type. Information prior
to 1985 is unavailable. '
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Schedule 1

Unfunded
(assets in
BXxcess of}
pension
Unfunded Jbenefit
: _ ~ (assets in .. obligation
Net assets excess of} Annual asa
- available Penslon Percen- pension covered percentage
Year ended for Plan benefit tage - benefit payroll of covered
June 30 - benefits obligation funded obligation (unaudited) payrol
1985 $ 866,333  $1,042551 83.1% $176218 $ 358,110 49.2%
1986 1,141,650 1,115,773 102.3 (25,877) 392,136 (6.8)
1987 1,303,464 1,210,209 107.6 (92,655) 348,606 (26.8)
1988 1,356,575 1,347,859 100.6 - 8716 361,310 2.4
1989 1,645,877 1,657,643 98.2 11.766 431,445 2.7
1990 1,706,346 1,895,080 90.0 188,634 448,838 119
1991 1,824,663 2,075,405 87.9 250,742 422 655 5.3
1992 2,031,938 2,231,746 891.0 189,808 448,186 44.6

Analysis of the dollar amounts of nef assets
available for Plan benefits, pension benefit obli-

gation, and unfunded pension benefit obligation

in isolation can be misleading. Expressing the
het assets available for Plan benefits as a
percentage of the pension benefit obligation
provides one indication of the Plan’s funding
status on a going-concern basis. Analysis of
this percentage aver time indicates whether the
Plzn is becoming financially stronger or weaker.
Generally, the greater this percentage, the

stronger the Plan. Trends in unfunded pension
kenefit obligation and annual covered payroll
are both affected by inflation. Expressing the
unfunded pension bensefit obligation as a
percentage of annual covered payroll approxi-
mately adjusts for the effects of inflation and
aids analysis of the Plan's progress made in
accumulating sufficient assets to pay. benefits
when due. Generally, the smaller this petcent-
age, the stronger the Plan.

Ses accampanying rofes fo required supplementary informatian.

Alaska Teachers' Retirement System
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Schedule 2

Revenues by source

_ Unrealized Employer
Interest, appreciation contributlon
dividends ({depreciation) as a
and net  In market value petcentage
S ) _ unrealized including of annual
Year ended Employee Employer gains provision far covered
June 30 contributlons  contributions an sales losses and other Total payroll
1984 $ 27,257 $63,316 $ 61559  ${48,194) $ 103,938 19.4%
1985 28176 66,826 74,171 78,418 250,591 18.2
1986 32,039 . 69,276 - 119,173 103,643 324,131 17.7
1987 34,159 58,177 143,692 {15,677) 220,351 16.7
1988 33,104 - 69,363 100,239 (75,5886) - 127,140 19.2
1989 31,888 - 47,348 125,170 65,243 269,849 1.0
1890 35,224 53,670 148,612 12,129 247,635 11.9
1991 40,059 57,982 127,524 (4,675) 220,890 14.1
1992 44,338 57,071 166,132 48,820 314,161 12.4
1993 46,497 58,130 231,513 - 52,089 388,229 12.2
Expense by type
Refunds to
Retirement Medical terminated  Administrative
benefits benefits employees expenses Total
1984 - - $27,792 $ 3,257 $3,094 $1,605 - § 35,748
1985 : 33,360 4,393 - 3,126 2,951 43,330
1986 38,476 4,424 3,311 2,603 48,814
1987 . 46,183 4,613 4,239 3,502 58,537
- 1988 - 60,939 . 5,040 3,798 4,252 74,029
- 1989 65,328 - 8,073 2,953 3,993 : 80,347
1990 S 71,134 9,713 2.896 3,423 - 87,168
1991 84,443 - 10,654 3,510 3,966 © 102,573
1992 88,648 10,111 .. 2,84 5,612 107,012

1993 92,703 12,082 2,448 6,424 113,664

Contributions, including contributions under the retirement incentive program, were made in accor-
dance with actuarially determined contribution requirements.

© See accompanying notes to required supplementary information.
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Schedule 3

Cash and cash equivaients at beginning of year

Add cash receipts:
Contributions:
Employer
Employee
~ Retirement incentive pragram - employer
Investment ihcome
Other receipis

“Tatal cash receipts

Less cash disbursemenis:
Investinents purchased
Benefit payments
Refunds
Adminisirative expenses
Other '

Total cash disbursements

Cash and cash equivalents at end of year

1992

1993
$ 12,498 17.200
60,280 - 54,285
48,653 ' 43,121
2020 - 7,951
- 223514 166,311
- 2775
334487 . 274,443
222800 171,305
104,792 98,760
3,335 3468
8423 © . 5612
1,748 -
339,098  279.145
$ 7,867 12,498

See accompanying notes to required supplementary information.
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Schedule 4

Parsonal services:
Wages .
Benefits
Cther
Total personal services

Travel: - _
Transportation
Per diem
Maving
Total travel

Contractual services:
Data processing
Actuarial and benefits consuiting
Communications

~ Legal _
Other professional services
Advertising and printing
Auditing
Repairs and maintenance
Medical specialists
Rentals/leases
Transportation
Architectural
Qther services
Total contractual services

Supplies
Machinery and equipment
Investment expense

Total administrative expenses -

1993 1002
$ 786 776
430 425

2 op

29 21
18 16

- 1

47 38
224 . 125
82 85

69 56

46 47

42 27

39 18

14 13

12 7

4 3

4 1

1 1

. 1

8 6

545 390
21 17

47 19
_4.546 3945
$ 6,424 5,612

See accompanying notes to required supplementary inforrmation.
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Al significant accounting policies, benefil
provisions and actuarial assumptions are the
same for the required supplementary information
and the financial statements except as follows:

The Plan's actuarial funding method for the
years ended June 30, 1978 through June 30,
1984 was attained age normal. Effective July 1,

1984, the Plan adopted the projected unit credit

actuarial funding method.

Effective July 1, 1986, the Pian adopted new
actuarial assumptions. Actuarial funding sur-
pluses are amottized over five vears rather than
twenty-five years. The assumed rate of inferest
was increased from 8% to 9% per year. The
salary scale assumption was lowered 1o 6.5%
per.year for the first five years of employment
and 5.5% per year thereafter, down fram 8% and
7%, respectively. Health care costinflation was
incroased fo 9% rather than 8%. Turnover and
disability assumptions were revised based on
actual experience in 1981 through 1285,

Alaska Teachers' Retirement Systsm

Effective July 1, 1930, the health care cost was

‘changed fram a flat 9% to the following gradua-

tions:

Year Per annum
1992 12.5%
1993 11.5
1994 105
1985 95
1996 8.5

1997 and thereafter 7.5

Turnaver, retirement and disability assumptions
were revised based on actual experience in
1986 through 1990. The mortality tables were
set forward one year for male members and sel
backward fouryears for female members; previ-
ously, the mortality table had been set back one
and one half years for all members. The cost of
living allowance was increased from 54% to
86% participation.

Effective June 30, 1892, the actuarial value of all
assets eguals market vaiue; previously, fixed
income nvestments were ¢arried at amortized
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WILLIAM M.
MERCER

. IMUDREOEATEDL

April 1, 1993

State of Alaska
Teachers' Retirement Board
Department of Administration :
- "Division of Retirement & Benefils -
. P.O.Box' 110203
Juneau, AK 82811-0203

Dear Members of the Board:
Actuarial Ceriification

The actuarial valuation requiredfor the State of Alaska Teachers’ Retirement System has
been prepared as of June 30, 1992 by William M. Marcer, Incorporated. The purposes
of the repott include:

(1} a raview of experience under the Pian for the year ended .June 30, 1992

{2y a determination of the approprlate contrlbutton rate for each employer in the

System;

{3) the provision of repacrting and disclosure information for financiai statements,
government?l agenmes and other interested partles

Tt

In preparing th!s valuation we have employed generaily accepted actuarlal melhods and
assumptions, in conjunction with empioyee data provided to-us by the System’s staff and
financial information provided by the audited report from KPMG Peat Marwick, to
determine a sound vakie far the System liability. This data has not been audited, but it
has been reviewed and found to be consistent, both internally and with prior years' data.
The actuarial assumptions are based on the results of an experlence study presentecl to
the Board in October 1991,

The c:ontnbu‘tlon reguirements are determined as a Ievel percentage of payroll and
reflect the cost of benefits accruing in FY93 and a 25-year rolling amiortization, of the
unfunded accrued liability. The amortization period is set by the Board. Contribution
lovels are recommended by the Actuary and adopted by the Board each year, The ratio
of assets to liabilities increased from 85.7% to 89.7% during the year. Over the years,
progress has been made toward achisving the funding objectives of the System.

One Unioh Square  Suite 3200
&00 Linhversity Straat

Seaitle WA 98101 2137

2085 252 7000

. A Marsh & McLennat Company

- Alaska Teachers' Retirement System
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WILLIAM M.
MERCER

INCORPORATED

Teachers’ Fl.etirement Board
April 1, 1993
Page 2

The valuation reflects a change in the determination of the actuarial value of the fixed income
portion of the assets, from book value to full market value. The assumptions and methods,
when applied in combination, falrly represent past and an’nmpated future experlence of the

Systemn.

Future contribution requirements may differ from those determined in the valuation because

of:

(1Y differences between actual expenence and anticipated experlence based on the

assumplions;
(2) changes in actuanal assumptlons ar methods;

(3) changes in statutory provaslons or

{(4) differences between the contribution rates determined by the valuation and lthose

adopted by the Board.

We believe that this report conforms with the requirements of the Alaska statutes, and where
applicable, other federal and accounting laws, reguiatlons and rules, as well as generally

:accepted actuarlal pr[ncrp[es and pracnces '

-Smcerely,- .

Prmmpal

- BRMAWJ/PLG s

"

Peter L. Godfrey, FiA

Associate

Maska Teachsers' Retirernent System




Funding Status as of June 30: 1991 1992
(a) Valuation Assets” $ 1,779,579 $2,001,864**
{b) Accrued Liability*
iy  Non-Medical Benefits 1,749,725 1,872,660
fi) Total Benefits {including medical) 2,075,405 2,231,746
(c) Funding Ratio, (a)/ (b) __ . :
iy Non-Medical Bensfits 101.7% 106.9%
ii) Total Benefits (including medical) 85.7% 89.7%
* In thousands.
**  Reflects change in asset valuation method.
Employer Contribution Rates for Fiscal Year: 1994 1995
{a) Normal Cost Rate 9.05% - 857%
{b) Past Service Rate 6.54% 4.79%
(c) Total Contribution Rate 15.59% “ 13.36%
(d) Actuarial Projection Rate | 12.00% 12.00%

‘Alaska Teachers' Retirement Systam
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Valuation of Liabilities

A. Actuarial Method -Projected Unit Credit (ho change). Liabilities and contributions shownin the report
are computed using the Projected Unit Credit method of funding. The unfunded accrued liability is -
amortized over 25 years. Any funded surpluses are amortized over five years.

The objective under this method is to fund each participant's benefits under the plan as they accrue.
Thus, each participant’s total pension projected to retirement with salary scale is broken down into units,
~ each associated with a year of past of future service. The principle underlying the method is that each
unit is funded in the year for which itis credited. Typically, when the method is introduced there will be
an initial liahility for benefits credited for service prior to that date, and to the extent that this liability is
hot covered by Assets of the Plan there is an Unfunded Liability to be funded over a chosen period in

accordance with an amortization schedule.

An Accrued Llabllity is calculated at the valuation date as the present value of benefits credited with
respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the Assets of
“the Plan. The levetl annual payment ta be made over a stipulated number of years to amortize the
Unfunded Liability is the Past Service Cost,

The Normal Cast is the present value of those benefits which are expected to be credited with respect
ta service during the year beginning on the valuation date.

Under this method, dlfferences between the actual experience and that assumed in the determination
of costs and liabilities will emerge as adjustments in the Unfunded Liability, subject to amortization.

B. Actuarial Assumptions -

1. Investment Return 9% per year, compounded annually, net of e){penses,

2. Salary Scale 6.5% per year for the first five ysars of employment and 5.5% per year
thereafter. '
3. Total Inflation Total inflation as measured by the Consumer Price Index for urban and

clerical workers for Anchorage is assumed to increase 5% annuatly.

4. Health Cost Trend FYaz - 12.5%
FY93 - 11.5%
FY94 - 10.5%
FYo5 - 9.5%
FY96 - 8.5%

FY97 and later -  7.5%

5. Mortality . 1984 Unisex Pension Mortality Table, set forward one year for male
members and set backward four years for female members. All deaths are
assumed to result from nonoccupational causes.

-Alaska Teachars' Retirerment System




8. Turnover ' Based upon the 1986-90 actual total turnover experience. (See Table 1). -

7. Disability. incidence rates based upon the 1986-90 actual experience, in accordance
with Table 2. Post-disability'mortality in accordance with rates published by
the Pension Benefit Guaranty Corporation to reflect mortality of those
rncelvmg dlsabli!ty beneﬁts under St)cral Securlty

8. Refiremeant Age o . Helirement rates based upon the 1986- 90 actual exper:ence in accordance
I with Table 3. . ces ety
3. Spouse’s Age' . ' Wives-are assumed o be four years youl.x.ngé.r"thé'n’husbands. -

10. Dependent Children  Benefits to dependent children have been valued assumlng members who
are not smgle have one dependent chlld o é_

11, Contribution Refunds 100% of those terminating -after age 35 who are vested W|ll leave thelr
contributiohs in the fund and thereby retain their deferred vested benefit. A!Ig
others who terminate are assumed to have their contributions refunded.

12. C.O.L.A. Of those benefit recipients who are eligible for the C.O.L.A., 66% are
assumed to remain in Alaska and receive the C.O.L.A.

13. New Entrants Growih projections are made for the active TRS pnp'ylation under three
scenarios: ' .

Pessimistic: 0% per year
kMedian: 1% per year
Optimistic: 2% per year

14. Sick Leave 4.7 days of unused sick leave for each y&eai‘ of service will be available to be
credited once the member is retired. '

15. Expenses Expenses are covered in the investment return assumption.

Va!uation of Assets

Based upan the five-year average ratio between actuarial and book values of the System’s assets. Prior
to June 30, 1992, the actuarial value of assets equalled the market value, except that fixed income
investments were carried at book value. Effective June 30, 1992, the actuarial value of assets equals the
full marketvalue. Assets are accounted for onan accrued basis and are taken directly from audited financial

statemenis provided by KPMG Peat Marwmk Valuation assets cannot be outside the range of book and
actuatial values.

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the jund. Apre-65 costand lower
nost-65 cost (due to Medicare) are assumed such that the total rate for all retirees equals the present
premium rate assumption. These medical premiums are then increased with the health inflation assump-
tion. The actuarial cost method used for funding retirement benefits is also used to fund health benefits.

For FY33, the pre-65 monthly premium is $310.80 and the post-65 premium is $108.37, based on a total
blended premium of $226.90. For FY84, the pre-85 monthly premium is assumed to be $346.54 and the
post-85 premium is assumed to be $120.83, based on a total blended premium of $252.99. The FY93 rates
and the pre-65/post-65 split were provided by Deloitie & Touche.

Alaska Teachars’ Retirement Systemn 101
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Select Rates of Turnover
During the First 10 Years
of Employment

Ultimate Rates of Turnover
After the First 10 Years
of Emplayment

' Yearof :

Employment " Rate
28
.24

J6e
A2

10
.09
.09
.09
.09

cCwo~omswihn =

—

Ages ' Rate
20-39 03
40+ . 02

W11
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Age at Retirement
Retirement Rate
50 A0
51 .07
52 07
53 07
54 07
55 .16
56 .16
57 16
58 16
59 a3
60 13
61 A3
62 A3
63 A3
64 A0
65 47
66 .82
574 1.00

For ages less than 50, teachers are assumed to retire two years after the earliest age they are eligible to

retire.

Alaska Teachers' Retiremant System




Age Rate
20 14
a1 14
22 14
23 s
24 15
25 A5
26 A5
27 .15
28 16
29 16
30 A6
31 A7
32 17
33 25
34 .34
35 A4
36 53
37 G4
38 75
39 87
40 .99
41 1.12
42 1.25
43 1.39
44 .53
45 1.68
46 1.84
47 2.00
48 217
49 2.34
50 2.52
51 2.70
‘52 2.89
53 3.08
54 8.29
540 3.49

56 3.70
57 3.92
58 414
59 4.37
60 4 61
61 4.84
82 509
63 5.34
64 5.60

Alaska Teachers' Retirement System
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June 30, 1692
June 30, 1991
June 30, 1990
June-30, 1989
June Sb, 1988
June 30, 1987
June 30, 1986
June 30, 1985
June 30, 1984
June 30, 1983

9,238
8,903
8,566
8,527
8,218
7,797
8,824
8,684
8,259
7,899

$448,186

422,655
380,702
380,267
361,310
348 606
302,136
358,110
325,540
294817

$48,515
47 473
45,388

- 44,596
43,966
44,710
44,440
41,238
39,416
37,323

2.2%
4.6
1.8

1.4

-1.7

7.8
46
5.6
4.0

June 30, 1992
June 30, 1891
June 30, 1920
June 30, 1989
June 30,1988
June 30, 1987
June 20, 1986 .
June 30, 1985
June 30, 1984
June 30, 1983 -

120
519
208
201

630

301
188
289

192

252

$5,799.044

14,827,829
6,181,779
5,730,311

16,668,442
8,922,546
3,685,188

9,844,034

3,214,991
5,018,576

82

159
122

140
25

' $1,436,108
3,535,365
| 2,648,864

1,583,075 -
856,302 -

425546

2,079.652

489 552
2,194,640

358,202

3,602

3,544

'3,184

3,098
2,972
2,376
2,008
2,022

1,764

1,712

$86,452,6563
82,089,715
70,797,251
67,264,336
63,127,100
47,314,960
38,817,960
37,212,424
27,857,942
26,837,591

5.31% | $24,001
1595 - | 23,163
5.25 22235
8.55 21,712
33.42 21,241
21.89 19,914
431 18,502
33.58 18,404
3.80 15,792
2614 | 15876

* Estimated.
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June 30, 1992w
June 30, 1991&
June 30, 19908
June 30, 19880
June 30, 19887
June 30, 1987
June 30, 1986
June 30, 198524
June 30, 1984
June 30, 1983

$2,231,746
2,075,405
1,895,030
1,657 643
1,347,859
1,210,909
1,115,773
1,042,551
804,018
706,795

$2,001 864
1,779,579
1,662,242
1,480,389
1,331,905
1,225,009
1,040,173

833,617
874,382
562,944

89.7%
85.7
87.7
95.0
98.8 .
101.2
0932
80.0
3.9

79.6

$229,882

295,826
232,788
77,254
15,954
75,600 |
208,934
129,636 |

143,851

$448,186
422 655
389,702
380,267
361,310
348,606
392,136
358,110
325,540
284,817

'51.3%
70:0

59.7
20.3
4.4

- 19.3

58.5
30.8
48.8

i Changes in Asset Valuation Method.

@ Change of Assumptions.

% Change in Plan Provisions.
“  Change in Funding Method.

June 30, 1992

Jung 30, 1991@
June 30, 1990
June 30, 12894
Juné 30, 19882
June 30, 1987
June 30, 1988
June 30, 19851
June 30, 1984

| June 30, 1883

$341,204
2953 136
269 481
253,436
208,217
210,493
214 192*
194,215*
168,942"
146,497*

51,110,981
1,056,453
940 475
779,296
688,090
578,468
426,338
419,694
‘341,441

319,629

%779 561
725,816
685,064
524 911
431,552
421,948
475 248"
428 642
294 635
240,669

1$2,001,864

1,779,579
1,662,242
1,480,389
1,331,905
1,225,009

833,617
674,382

1,040,173

562,944

100%
100
100
100
100
100
100.
100
100
100

100%.| 89.7%.
100 85.7
100 87.7
100 | 95.0
100 98.8
100 | 100.0
400 | 93.2 .
100 | 80.0
100 83.9
100 79.7

(i Changes in Asset Valuation-Method.
@ Change of Assumptions.

[ ® Change in Plan Provisions.

@ Change in Funding Method

*  Estimated
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Health Experience

Salary Expetience

Invesiment Experience
Cemographic Expsriahce
Miscellansous

Gain (or Loss) During Year From
Experience, (1) + (2) + (3) + (4) + (5}

Non-recurring Changes

{7)
(8)
(9)
(10
(11

Contribution Rate Smoathing Method
Projection Valuation Method

Asset Valuation Method

Assumption Changes

Plan Changes

Caomposite Gain {or Loss) During Year,
BY+(7)+(8)+ (9 + (10) + (11)

-3.01%
-.20
70
.96

-1.65

1.21
-4.80

-2.51

-7.65%

-2.28%
-49

-1.04
1.10

.44

227

- -3.96

3.06%

2.89
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< WALTER J. HICKEL, GOVERNOR

- N N PO. BOX 110400
DEPARTMENT OF REVENUE JUNEAU, ALASKA 99811-0400
; TELEPHONE: (907) 465-2300

OFFICE OF THE COMMISSIONER | FACSIMILE: (907) 465-2389

Message from the Commissioner

i emarkable achievement in a year of transition is the best way to describe this year's
2 investment results for the Teachers' Retirement Fund {TRS). The investment portfolio

earned 14.36% and placed in the top performance quartile of all public retirement systems in
“the natlon This was accomphshed even though fiscal 1993 was a year in transition,

The fixed income portfolio earmed over 15% for the year, a performance topping almost aII
employee retirement plans in the United States. Stafl has congistenily managed the fixed
income portfolio with superior results. Over the last five years the portfolio earned 12.3%. This
longet-term performance was also better than almost aII empioyes retirement plans

The largest asset class is fixed income. The second largest asset class is U.S. eqmty
. sacurities, Returns for both these asset classes exceeded their benchmarks by wide margins.
" The fixed income portfolio beat the Lehman Govermnment/Corporate Index by almost two full
percentage points and the equity porifolio exceeded the S&F 500 index by over two percent '
This is good news for beneficiaries and employers. '

Heturns in excess of the 9.0% actuarial rate, which was used to determine funded status and
employer contribution rates, increase funded status and reduce employer contribution rates.
Funding status is a measure of security to beneficiaries. Full funding is 100% and in general
terms this is the point whera total assets equat the presentvalue of projected benefitpayments.
The change in actuarial assumptions, particularly in the area of health care costs, inflation, and
investment earnings, makes funding status a moving target. For TRS, the funded rate is 90%.
This is much higher than the avarage stats pension fund Infay terms the TRS fund is healthy
and sound.

There is mora good news. The cost of managing the investment portfolio is low compared to
an average fund the size of TRS. There are two key points in controlling cost: efficiency and
effectiveness. Automation is a key component of cost control for the Treasury Division. The
Division is highly computerized allowing staff to be very efficientin an-environment of superior
internal controls. Another major cost savings is achieved by managing the fixed Income
portfolioin-house by avery small staff. This same staff also manages the debtportfoliofor other
state funds including the Pubilic Employees’ Retirement Fund. it is important to note that cost
savings were accomphshed without compromlsmg prudent investment management stan-
dards. :
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- The excellent retums of last year should not be viewed as a single event. Each year must be
cbserved as part of a long-term plan. Pension henefits. will be paid yearsinto the future for those
‘retired and those beginning their working career. The investment horizon should be commen-
surate with the bengiit horizon. With this in mind, 1 initiated an asset allocation study and
development of investment policies and objectives. The results. of this effort; including an
implementation plan, were adopted July, 1892. The plan is designed to position the fund for
- outstanding future performance within conservative risk standards. During the year, fixed
income portfolio investment grade standards were articulated. Equity managers wore evaluated
and restructured. New U.S. sequity managers were hired to provide styls and maiket capstahza— -
- tiondiversification; new international equity managers wete hired for reglonalspemahzanon and .
equity managers were hired wnh a global mandate : c

" White we were transmomng to the hew lnvestment pian we were also .in the process of
transferring control to-an invesiment board. Legislation passed in 1992, ahd signed into law by
Governor Walter J. Hickel, created an eight member board of trusteas to assume flducua'y_
responsibility no later than July 1, 1993. This was a responsibility previously' held by the
Cormmissioner of Revenue. The transition went smoothly and efficiently. During the year we -
canducted saveral meetings including a three-day educational seminar. By July 1, the new
trustess were ready and they assuimed their fiduciary role. | was protd to furn over to the board
a fund ’thai has achieved superior resulits and is well posmoned for the future.

I am conﬂdent ihe board will prowde responswe and responsible investment management .
oversight. Beneficiaries, the State of Alaska as plan spenser, and participating employers shouid
- be well served. | have participated with the board for a!most nine montho andl know the trustees
. are dechcaiad and hard working. = : :

in conclusion, it is the staff—the men and women workunq for Treastiry Dwus:on-—that made it
o all happpn Their skill and dedicated efforls made it possible to realize our accomplishiments. |
+ personally extend my thanks and appraciation to them. And we should all be thankfu! that they -
will contmue to setve as staff to the A!aska State F‘enswﬂ Investment Board

Smcere!y,

V]

Darrel J: Rexwmkei
- Commissioner
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ALASKA STATE PENSION INVESTMENT BOARD

William A. Corbus Gail R. Oba Gary M. Bader Ross A. Kinney

Chair Vice Chair PERS representative Appointed by the Govemor
Appcintad by the Gavemor Appointed by the Govemor Term Expires:  12/30/94 Term Expires 1/1/87
Temn Expirgs: 1/1/85 Temn Expires: /1/98

"Roxy A. McDonagh Merritt C. Olsen  J. P. “Pat” Wellingtcn Darrel J. Rexwinkel
TRE representative i TRSreprasentativa PERS representative Statutory representsative
Term Expires: 12/20/23 Term Expires: 12/30/25 Tarm Expires: 12/30/96
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ORGANIZATION -
STAFF
Commissioner Chief Investment Officet Investment Officers
- Darrel J. Rexwinkel Robert B, Storer - Michaal 5. Cheung, CFA, Marketable Debt
: - Jedt Hassier Real eqate
Deputy Commissioner Comptrolier Cash Management
~Laraine L. Derr © Mark W. Prussing, CPA - Vernon B. Voss
investment Consultants Global Equity
" Dorn, Helliesen & Cotlie Lazard Freres Asset Management

- Berkeley, CA

--_:ﬁbnféstlc_ Equity Large Cap

Ark Asset Management Co., Inc
_ New York, NY =
DS Advisory Group
- Minneapolis, MN
“nvesco MIM, inc. '
Atlanta, GA
MacKay-Shields Financial Corporation
New York, NY
Newbold's Asset Management, Inc.
Bryn Mawr, PA

Domestic Equity Small Cap
- Capital Guardian Trust Go.
Los Angeles, CA
John McStay Investment Counsel
. Dallas, TX
The Putnram Companies
Baston, M4 _
RCM Capital Management
" San Francisco, CA

Tactical Asset Allocation

Wells Fargo Nikke Invesiment Advisars
© . 8an Francisco, CA

" Domestic Equity Index

- State Street Global
" Boston, MA

International Equity—Paci!ic.Basin EX Japan

TG Gapital Managemant
San Francisco, CA
Wellington Management Go.
Boston, MA

International Equity—European
Citibank Global Asset Managsment
New York, NY

International Equityv—EAFE
J. P. Margan investment Managemant, Ino.
London, England

New York, NY.
Miller, Anderson & Sherrerd
West Conshohocken, PA

Real Estate Management
AETNA Realty Investors
Hartford, CT :
Equitable Real Estate Invesiment '\;‘Eanagemer‘l
New York, NY-
Hancook Realty Invesiors, Inc.
Boston, MA '
"JMB Institutional Realty Corporation
JMB Group Trust 1 &1V
Chizago, IL
Karsten Realty Advisors
ios Angeles, CA
JP Morgan Investment Mgmt. inc.
New York, NY
Sentinei Real Esiate Cmpora‘clor‘
Believue, WA

Domestic Fixed Income
Treasury Invesiment Officers
Bob Storer’ * Michael Cheung
John Jenks Steve Verschoor

Investment Advisory Counctl
 Mark T. Finn—Dalta Finangial Sarvicss, Ing.
Ronald J. Surz—GCenturion Trust Company
Robert A. Haugen—UCLA-Irvine
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| iscal Year 1993 was one of uneven growth.

1 The Gross Domestic Product (GDP) grew at
anaverage rate of 4.00% during the first two quarters
of the year. This was the highest growth rate since
the economy officially emerged from recession more

-than eightesn months ago. Consumer confidence
was high and spending grew atasfrongrate of5.1%
during the second quarter of the year.

“Simultaneously, consumers were taking advantage
of lower interest rates to pay off debi and refinance
- mortgages. This helped iower the consumer debt-
semvice ratio which is the megasure of consumers’
debt payment relative to their disposable income.
This ratio stood at 16.5% at the end of third quarter,
down from 18.7% in the summer of 1291, Econo-
mists estimata that for each ons percent drop in this
ratio, consumers have an additional $16 biftion of
disposable income. The expectation of growth in

. consumer spanding led many ecanomists to predict |

~ a strong and sustained recovery.

.The election of a new President alse reinforcad
" optimism in the economy. After twelve years of
divided government, Democrats finally control both
the White House and Congress, The hope was that
—an end io political gridiock in Washington would
benefit the economy.

Unfortunately, the strong economic momentum did

- notcarry through to the second half of the fiscai year.
The sconomic engine slowed as euphoria dissi-
pated, and the economy only grew 1.2% during the
finai two guarters. Corporate America continued its
- restructuring and downsizing. Large scale layofis
became a reguiar feature of business news. U.8.
industries remained sKeptical about the strength of
the racovery. Uncertainties about economic policies
and healih care proposals of the Clinton administra-
tion also discouraged the private sector from hiring
add!tsona! workers.

‘The once mighty consumer brand name companies
- were especially hard pressed to restructure. Con-
sumaers have increased thelr purchases of generic
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brand products in the last few years with the effect
that premium brand companies are slowly losing
their pricing power and market share. To siay com-
petitive, these firms have laid off workers and low-
ered prices for their products and services, .

The consumer sentlment Ievel which had br;eﬂy
surged to 90 immediately after the elections, de-
clined continuously in the secend half of FY 1993
and closed out the year at 81. Consumer spending
attained a lackluster annual growthrate ofonly 1.2%
during the third quarter of the year, a big drop from
the 5.1% rate of the second guarter. Consumers, like
businésses, were uncartain about the employment
picture and forthcoming tax changes.

The rate of infiation remained low during the _[ést
twelve months. The weak job market restrained
wage and salary growth while corporations coniin-

-ued their attempt to control health care costs. Other
" indicators also painted abenign infiation picture. The

GConsumsr Price Index (CPIl} increased at a rela-

tively low rate of 3.00% for the fiscal year. The -

Journal of Commerce Comimodity Index closed out
the yvear at 95.5, down from the year's beginning

lovel of 89. West Texas Intermediate Crude Ol |
finished the year at $19.20 par barrel, down from

$20.75 of the previous year.

Despite the steady reduction in short-tarm interest
rates over the last twe years (fothe lowest level in 25

years), the economy oniy grew al a sub-par rate of

2.6% in FY 1893. The Federa! Resarve Bank low-
ered the short-term interestrates in September and
remained ina neutral pasition for the rest of the year.
Some pecple argued that the slow recovery justified
another ease in interest rates by the Federal Re-
serve Bank. Othar people argued that the Federal
Reserve Bank should maintain [ts commitment to
fight mfiatuon

The neu‘tra! monetary stance of the Federal Reserve

Bank has helped short-term interest rates remainat - -

record fow levels. Concutrently, cohcern about fu-

ture fiscal stimulation by Cangress (the $16 billion '

113




114

fiscal stimulative package) and the budget deficit
package caused fong-term rates to stay high: The

difference in interest rates between a two-year trea-

sury note and a thirty-year treasury bond reached a
record spread of 3.65% in October and closed out
the year at 2.67%.

L ooking forward, there are several issues that could
strongly influence the future state of the economy
and the capital markeis. These include health care
reform, the North America Free Trade Agreement
(NAFTA), the General Agreement on Tariffs and
Trade (GATT), and monetary policy of the Federal
Reserve Board. '

The Glinton Administration hopes health reform will

" eventually lower labor costs and improve the com-

petitiveness of U.S. industries. If NAFTA and GATT
are adopted, these agreements are oxpected to
sliminate many trade restrictions and lower tariffs.
This should lead to the growth of global economy
and the continued trend of low inflation. Federal
Reserve monetary policy will be closely monitored
to determine its affect on the cost of capital for U.S.
industries, the shape of the yield cutve, and the
valuation level of the stock market.
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scal Year 1993 began with the acceptance of
1an asset allocation study performed by the
consultmg firm of Dorn, Helliesen and Cottle for the
Teachers’ Retirement System (TRS). Revenue Com-
missioner Darrel J. Rexwinkel had initiated the study
to create a set of guidelines that would iinprove the
portfoilo s performangce and minimize market risk.

Concurrent with the dsset allocation study, Dotn,
Hellissern and Cottle assisted the Commissicner and
staff -in developing and implementing investment
policies.

On Juiy 8, 1992, the Commissioner, Deputy Com-
missioner, and Chief Investment Officer signed
into effect the asset allocation and investment guide-
lines. implementation of the policies began with a
review and evaluation of each Domestic Equity Port-
folio manager's styte and historical performance.
The review indicated the need for greater diversifica-
tion, and a realignment of managers was effecled.

The performance of the Fixed Income Portfolio,
managed internally by Treasury staff, was outstand-
ing with returns for the year of 15.11% which
exceeded the benchmark Lehman Brothers
Government'Corporats index by 2%. The perfor-
mance ranked in the top 13 percentile of all funds in
the nation.

The Real Estate Section can also look back on the
year with satisfaction, having complsted a bulk sale
of the Mortgage Porifolio. The sale was accom-
plished at very competitive market prices. Proceeds
of the sale were used to purchase other assets that
should, over the long-ferm, add value and increase
the ligquidity of the partfoiis. '

For Fiscal Year 1993, total returns for the Teachers’
Reatirement System were 14.38%. These retumns
were sufficient ta rank the performance in the top 25
parcentile of public retirement systems in the
country., This performance was verified by . the
Department of Revenue's independent performance
measuremant consuitant, Callan Associataes, ne.
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Equities

The implementation of the Asset Allocation Policy
began with a thoraugh review of the Domestic Equity
Partfolio that included an evaluation of each equity
manager's style and historical performance. As a
result of the review, one manager was dismissed,
and it was determined that the total equity portfolio
was biased toward large capitalized growth stocks
{companies with over $1 billion in assets). This
indicated the need for greater style diversification.

With the assistance of the firm of Dorn, Helliesen
and Cottle, staff initiated searches to find equity
managers with expertise in managing portfolios con-
sisting of companies with smaller capitalization (fess
than $1 billion in assets). More than 70 equity man-
agement firms were analyzed and of thess, sixwere
invited to make presentations to the Commissioner
and Treasury staff. Four managers were selected
and funded in the fali of 1892. The specialties of
these firms split evenly between a slyle bias for
value companies, whose stocks are considered
underpticed, and a style bias for growth companies,
whose earnings are expected to increase.

Management of the Domestic Equity Portfolio was
further diversified by selecting and funding two eg-
ity managers who employ large capitalization vaiue
style bias. Another manager was hired who uses a
“tactical asset allocation” style. This is a method of
analyzing the valuations of the equity and hond
markets and adjusting the markst expasure toward
the asset class that adds the greatestvalue.

With the Domestic Equity Portfolio re-balanced,
attention was directed toward the International Ed-
uity Portfolic. The existing infernational pertiolio
consisted of two managars with a mandate to oul-

petform the Morgan Stanley Capital intemational

Europe, Australia, and Far East Index (EAFE), the
benchmark index_ for international investments. -

It was decided to retain one of the managers with an
EAFE mandate and to assign the other manager a
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portiolio of European equities. An existing domestic
equity manager became 4 “global mahager” withan
expansion into international equities. Another global
manager was hired to help oversee investments in
internationat and domestic stocks. Additionally, two
Pacific Basin (excluding Japan) managers were
hired. :

To round out the international equity allocation plan,
the Alaska State Pension Investment Board (ASPIB)
will conduct a search during fiscal year 1994 for one
or more firms to-manage emerging markets. Man-
agement selection and funding shouid be concluded
by January, 1994,

Equities Performance

For the guarter ending Sepiember 30, 1992:
Growth stocks added the mostvalue fo the domestic
equity market. Stocks with the highest price/earn-
ings ratios were good performers, regardless of
their size.. Despite the decline in value suffered by
the U.8. dcilar rise, international equities had a
return of 1.5% for the quarter, as measured by the
EAFE index. The Japanese and Swiss equity mar-
kets were the best petrfarmers with returns of 13.6%
and 12.3% respectively.

For the' quarter ending December 31, 1892:
Small capitalization stocks were the strongest par-

formers in the domaestic equity market. This sector

of the market added double digit returns versus
the larger capitaiization stock index (S&P 500)
of 5.1%. low inflation and renewed. signs of
increasing consumer confidence helped propet

the domestic equity market. Infernational equities

fell 3.9% for the same period. Both. Europe and
Pacific regional equity markets had negative re-
turns. Europe declined 4.9% and the Pacific region
declined by 2.8%. These regions had negative
returns due io continuing signs that Europe and
the Pacific regions were in a recession. -

For the quarter ending March 31, 1993: . Poor
performance from the consumer sector of the equity
market inhibited refurns. This stemmed in part from
bad weathar in many parts of the country, which kept
shoppets home, and from smaller tax refunds during
the guarter, cantributing to the poor perfermance of
this sector. During the period, sinaller capitalization

stocks m'odesﬂy outperiormed the larger capitaliza-
tion stocks. Led by Japan. with returns of 18.6%, the
international equity market returned 12%. Investors
also profited by a weakened U.S. Dollar during this
period. The returns for international equities was
8.5% in local currencies,

Final quarter, ending June 30, 1993: Early fears

- of inflation were quieted as economic growth failed

to keep pace with expectations. The sluggish
economy and the sirong chance of higher taxes
madeconsumers cautious as they sought iow-priced
generic gocds. Makers of brand-name products in
the censumer non-durable ssctor suffered withnega-
tive returns, The apparel {-18.1%)}, tobacco (-18.7%)
and retail {-3 5%) indusiries were particularly af-
fected.

During this same period, the international equity
market provided double digitreturns.of 10.1% forthe
second quarter in a row. Japan (19.4%;, Hong Kong
(12.8%) and ltaly (22.2%) were the bestperformmg
markets during this period.

Performmance of equity imanagers for Fiscal Year
1993: The aggregate petformance ofboth domes-
tic and international equity managers exceedad
the median. performance of managers in .the
Callan Associates’ database. The Domestic Equily
Portfolie had returns of 15.67%, which exceeded
the benchmark S&P 500 index(13.58%) by over2%.
While out-performing most active mahagers, the

International Portfelio under-performed the EAFE

(hdex (8.44% versus 20.28%) bhecause one
manager limited investment exposure to the
Japanese stock market, The Japanese stock market
had returns in excess of 40%

The restructuring of the Domestic and International
Equity Portfolios should enhance future perfor-
mances. Risk wilt also be reduced due to improved
style diversification. :

Fixed Income

The Teachers’ Retirement System’s {TRS) $1.137
bitlion of fixed income investments are managed
internally by a staff of three. During Fiscal Year 1993
the fixed income investments produced outstanding
returns. The porffolio was constructed to take

Alaska Teachers’ Retirement System




advantage of several trends in the econemy while
avoiding several trouble spots

Fiscal 1992's i_ixed _m_come_ re_t_urns we_'re measured

against both the Lehman Government Corporate -

~Index and the Callan Associates' universe of fixed
income managers. While Fiscal 1993’s returns were
excelient, the 3 year and 5 year returns have been
outstandmg These returns were produced by a

~ sirategy designed for consistent long-term earnings

~with limited risk. The strategy is based on three
_prmmples

. Fl_rst-, investing.is a fong-term undertaking. There-
fore,. long-term tr_ends, objectives, and risk/return
~ analysis should guide the process. The long-term
focus should not be blurred by short-term opportuni-
ties or trends

Second mvestment effort should ba focused where
the fong-term risk return relationship is mostadvan-
tageous. Qur research found that intermediate cor-

. porate and governmentbonds (& to 10 year maturity)
hava, since 1926, provided approximately half a
percent greater return. Qur study also found that
thesea superior retiums wera achieved with less risk.
Consequently, investments are focused oninterme-
diate corporate and government bonds.

Diversification and risk control make up the third
element of investment strategy. The corporate bond
portfalio is restricted to investmenti grade bonds,
There are no “junk bonds” in the portfolic. TRS will
not purchase more than 10% of any individual issue
and no individual issuer's debt will comprise more
than 5% of the total portfolio. These and other
restrictions preserve the liquidity of the portfolio and

reduce the risk that one company's trouble wili .

significantly affect the entire portfoiio.

During Fiscal 1993 there were several key economic
and market factors that affected the portfolio's re-
“turn. Subdued inflationary pressure and the
economy’s erratic and weak perfermance resulted
in lower interest rates along the entire maturity
specirum. These lower rales induced many home
owners to refinance their mortgages, which resuited
in poor returns within the mortgage backed securi-
ties markets. Many fixed income managers reduced
their investments in mortgaged backed securities
and bought additional U.S. Treasury securitias. The

Alaska Teachers' Retirement System ™ ..

U.S. Treasury announced a change in the maturity
mix of the securities it will auction in the future, This
will reduce the supply of longer. maturities and in-
crease the supply of short-term securities. The net
results were a lower, flatter yield curve and batter
returns for longer maturity bonds..

The slowly lmprowng economy helped reduce the

required credit premium an corporate bonds. As a.

result, corporate bonds hadbetter performance than
similar U.S. Traasury bonds.

The TRS portfolio had a sirghtly longer matunty and
a greater concentration in high grade corporate
bonds than the Lehman Government Corporare
index. It is these two characteristics that gave the
portfolio its return advantage over the |ndex

Real Estate Equities

Real estate equities consist of holdings in seven
commingled funds managed by nationally recog-
nized real estate investment advisors. The market
value of these holdings declined from $118.0 million
in FY 1992 to $114.3 miliien in FY 1293,

The commingled funds total return improved sub-
stantially from -11.8% in FY 1992 to -0.9% in FY
1993, While the income component increased from
5.3% to 6.6%, the greater change was in the appre-
ciation component that improved from -17.1%
to -7.6%.

The -0.9% total return compares favorably with the
NCREIF Index of -3.66%. Callan’s 150 fund perfor-
mance database median reflected a total return of
0.55.

While improvements in total returns have been
achieved, our commingled funds have not yet

reverted to providing positive returns that were com- -

mon in the early and mid 1980s. What should be
noted, however, is that the incame component of the
total return is positive and improving. The improve-

‘ment is signaling that the rate of real estate value

loss is declining. _
Overall, real estate values appear to be stabilizing.

Apartments have lead all other real estate classesin
recovery. Pension funds, private investors and
Public Real Estate Investment Trusts (REITs} have
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been very active in the buy side of the market. The

result has been substantial downward pressure o

initial yislds with more productcommg onthe market
because of higher pricing.

Industrial property values have been buffeted by
more negative factors than any other major real
estate class. Over-building, the real estate reces-
sion, fundamental production and distribution
system changes, as weII as defense cui backs, have
affected values

Retail properties were negafively affected as dis-
posable income declined and buyers postponed

Targe ticket purchases. With continued fow public

confidence in the near term economic recovery,
retail sales recovery continues to be slow. Properly
developed and located shopping centers have not

been affected as dramatically as other retail property

types. The office market, because of severs over-
building and tenant downsizing, continues to be
troubled

Most observers expectagradual recavery of the real
estate market by end of the decade. Over-building
and projected slow nationwide recovery are the
most often cited reasons’ for the slugglsh growth

The recent value losses and slow growth scenario
have not produced a flood of aggressively priced
quality properties from distressed sellers (1.e.: insur-
ance companies, commingled funds, banks). There
appeats to be a great deal of capital available for
quality, investment grade real estate as many funds
have unfilled real estate asset allocations. ltis also
reported that more pension funds are becoming
involved with real estate as available returns are
improving in ceriain classes and many locations.

Because of heavy weighting towards apartments

and high quality retail, the PERS commingled fund
invesiments should continue to see gradual increased
income and total retums as the econom:c recovery
conﬂnues
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Marketabie Debt Securities

132,106
5,343

132,883
110,500

40,832

67,731

£.981

495,376

.S, Government Debt 8 371,995 424 620 248,794
Federal Agency Dabt 22,043 22,846 6,509
Mongeged Backed

Federal Securities - : - -
Corporate Debt 464 286 493 450 145,404
Caommercial Paper - - 177,420
Equity Securities
Domastic Equity Pool 680,855 795,659 124,573
International Equity Pool 118,087 116,680 - 64,361
Reai Estate
Mortgage Loans,

Net of Allowance 58,369 65,927 8,617
Real Estate Equity

fnvestments 85,908 70,478 ~3.208
Total Invesimants $1.816,543 1,989,860 771N

451,038 539,308  23.74%
22210 24312~ 1.07
451,125 505976 2228
66914 ~ 66820 . 2.95
781,704 879,400 - 28.71
178,052 - 181,041 - 7.97

6,813 6813 030
91,630 _ 67705 .. 298 -
2,049,495 2,271,475 100.00%
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Total Fund

. TRS
CP!

LS Common Stock Returns |
TRS Domestic Equity
S&F 500

International Stock Heturns
- TRS Intemational Equities
Morgan Stanley Capital interm’t EAFE

Domestic Fixed income
TRS

~ Lehrman Brothers

- - Government/Corporate

! "Real Estate Equity

- TRS
NCREIF Index

14.18%
4.85

18.02
20.63

- 9.62
9.52

i4.21

12.34

5.36
B.22

10.15%
468

16.50
16.41

18.28
3.26

6.95

7.11

- -5.32

1.46

7.05%
4.69

5.87
741

-8.63
-11.53

1019

1021

-12.11
-6.08

11.17%
3.09

11.10
13.45

7.87
-0.64

15.14

1417

624
-4.60

14.38%
2.82

16.67
13.58

8.44
20.28

15.11

13.15

-0.92
-3.66

10.82%
3.44

11.44

2.24
1.87

18.45
12.50

-8.43
-3.94

1097 |

11,35%
4.00

13.46 .
14.19

6.38
3.64

12.27

11.37

-2.81
.40
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Investment Advisors
Dorn, Helliesen & Cottle

Performance Measurement
Callan Associates, Inc.
SEIl Funds Evaluation Services
The WM Company

Real Estate Cansultants
Institutional Property Consultants

Domestic Equity Managers
Ark Asset Management Co., Inc.
Capital Guardian Trust Co,
Fred Alger Management
IDS Advisory Group
invesco MIM, Inc.
McKay-Shields Financial Corp.
John McStay Investment Counsel
Newbold's Asset Management, inc.
The Putnam Caompanles
RCM Capital Management
State Street Global Asset Managsment

Tactical Asset Allocation Managers
Wells Fargo Nikko Investment Advisors

Global Equity Managers
Lazard Freres Asset Management
Miller, Anderson & Shetrerd

International Equity Managers
Citibank Global Asset Management
G.T. Capital Management
J.P. Morgan tnvestment Mgt., Inc.
Wallington Management Co.

Total

$55,834

21,008
8,200
2,151

11,000

452,799
70,399
58,377

345,596

230,423
43,178

184,540
59,597

160,928

142,819

102,092

156,335

32,793
441,818

273,640
11,712
277,655
14.885

$ 3,167,680
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 STATISTICAL SECTION







 Re
Beneficiaries.

1983
1984

1985
1986
1987
1088
1989
1990
1994
1992

7,899
8,259

8,684

8,824
7,797
8,218
8,627
8,586
8,803
9,238

1,712
1,764
2,022
2,098
2,376
2,972
3,008
3,184
3,544

3,602

430
509
335
481
777
408
508

816

645
710

1983
1985
1988
1989

1980

1992

1984

1986.
1987

1901

1,712
1,764
2,022
2,008
2,376
2,972
3,008
3,184
3,544
3,602 .

62.60
63.17

62.75
63.18
62.83

6141
61.85
6245 .
61.64

51.97

$1,306
i316

1534
1,542

1,659
1,770 .
1,812
1,853
1,930

2000
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1584 - 1,827 . 40 37 G0 - 1,764

1985 1,855 64 38 65 2,022
1086 1,922 69 34 73 2,008
1987 2,194 70 39 B I 2376
1988 | 2760 85 36 o1 2972
1989 2,870 ' 103 31 _ 94 _ 3,098
1990 2048 108 3 97 3,184
1991 | 3322 125 1 96 3,544

1992 3,352 150 2 w8 3,602

1984 $20,181,659 $ 996,225 $1,178,004 | $1,412,005 | $4,022,978 | $27,791,871

1985 | 23,974,460 00,008 | 1189508 | 1,669,673 | 5565559 | 33350318
1986 | 27581389 | 1046533 | 1,342479 | 1,941,998 | 6,563,789 38,476,188
1987 | s3a41310 | t10eses3 | 1547393 | 2391373 | 7739475 46,183,214
1988 | 46,817,658 | 1076855 | 1976381 | 3477416 | 7590508 | 60,938,818
1989 | 49445233 | 1272052 | 2191767 | 3568587 | 8792729 65270368
1900 | 53,296,432 1,527,840 27347164 | 3,820,411 | 10,141,852 | 71,133,489
1991 | 65278381 | 1531023 | 2323635 | 4,662,680 | 10,850,778 | 84,443,497

1992 | 67,502,058 | 1,667,998 2451418 | 4583471 | 12,443,444 88,648,389

1 Caost of Living in Alaska _ : o
2 Past Retitament Pension Adjustment -(Coat of Living Allowance)
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10-YEAR COMPARISON OF VALUATION ASSETS AND ACCRUED LIABILITIES

2500
2000

1500

‘Millions
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500

1983 1984 1992

1D-YEAH.-COMPAFIISON OF REVENUES AND EXPENSES |

400
as0 |
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200
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100 |

- 50

1984 1985 1986 {087 {988 1989° 1990 © 1991 11692 1993
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. Millions

“Millions
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10-YEAR BREAKDOWN OF REVENUES BY SOURCE

1084 1585 1986 1087 1988 1980 1900 1991 1002 1993

Net Investment Income Employer Contributions %77 Employee Contributions

" 10-YEAR BREAKDOWN OF EXPENSES BY TYPE

“jo84 1085 1986 1967 1988 1983 1990 1991 1992 1993

= Retiroment Benefits % Medical Benefits. - Refunds Administrative
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. INVESTMENT PORTFOLID
" Year Ended June 30, 1993

Federal Agency Debt Corporate Bonrd, Notes,
1.07% and Dshentures
22.28%

United States Government

Debt 23.74% /f”

Loan and Mortgages 0.30%

—

Commercial. Paper
2.95%

Real Estate Equities 2.98% ™

international Equity Poal 7.97%

Domastic Equity Pool
3L.71%

10-YEAR COMPARISON OF ACTNES AND RETIREES

Theusands
971
|

1984 1985 1986 1987 1988 1980 1990 1991 1992

Retirées

Actives
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Employer

Adak Region School District

Alaska Department of Education

Alaska Gateway School District

Alaska, University of . _

Alaska Geophysical Institute, Umvers&ty of
Alaska State Legislature

Aleutian Region Schooi District

‘Aleutians East Borough School District

Anchorage Schooi District

 Annette Island School Dlstnc't

'_ Ber;ng Strait Schoo! DISlI‘lCL
'- _antoi Bay Bomugh Schoal Dlstnct _

I} Chatham School D:str;ct
|*. ‘Chugach School District -

Copper River School District
Cordova Public Schools

Craig City School District

Delta-Greely School District |
Denali-Borough -School District
Dillingham Ci'ty Schooi District

Falrbanks North Slar Borough Schooi Dlstnct '

Galena Clty School Dastnct '

- Haines Borough Schoo[ Dlstrict -

Hoonah City School District -
Hydaburg School D:strzct '

Iditarod- Area School Dlstrlct )

Junheau School District, Clty and Borough of -

Kake Clty School District
Kashunamuit Schoo! District
Kenai Peninsula Borough School District

Ketchikan Gateway Borough Schook D1stnc{ ;
Klawock City School District

Kodiak 1sland Borough School Dlstnct
Kuspuk School District

128 .

Contribution Percentage

12.00%

mzZ»®n

> DOT

m:u_nj-<o|—'ugrn'
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Employer {continued)

Lake and Peninsula School District
tower Kuskokwirn School District
Lower Yukon School District

Matanuska-Susitna Borough School District

National Education Association - Alaska

Nenana Public Schools
Nome Public School
North Slope Borough School District

Northwest Arctic Borough Schoaol District

Pelican School District
Petarsburg Public Schools
Pribitof Schoot District

Saint Mary’s School District

Sitka Schoo! District

Skagway Cily School District
Southeast island School District
Southeast Regional Resource Center
Southwest Region Schools

Special £ducation Service Agency

Tanana City Schoo! District
Unalaska Schoot District
Valdez City Schobis
W'rangell School District
Yakutat City School District
Yukon Flats School District

Yukon-Koyukuk School District
~ Yupiit School District

‘Alagka Teachars' Rstirement System

Contribution Percentage

12.00%
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 PLAN SUMMARY







(1)

(2)

(3)

(4)

(@

(b)

Effective Date

June 30, 1955, with amendments through

June 30, 1993, Chapter 97, 1990 Session

Laws of Alaska, created a two-tier retirement
system. Members who were first hired un-
der the TRS before July 1, 1990, are eligible
for different benefits than members hired
after June 30, 1990,

Administration of Plan

The Commissioner of Administration is re-

_ sponsible for administering the System. The

Teachers' Retirement Board prescribes poli-
gies and regulations and performs other ac-
fivities necessary to carry out the provisions

.of the System. The Alaska State Pension

Investment Board is responsible for manag-
ing and investing TRS funds. The Attorhey

- ‘General represents the System in legal pro-
ceedings.

Employers included

‘There are 61 employers participating in the
TRS.

“Meinbers Inciuded

TRS membership is mandatory for
(a) full-tim_e and part-time teachers, school
nurses, and othar employeaes in posi-
fions requiring teaching certificates;

the Commissioner and certificated
supervisors employed by the Alaska
Department of Educationin permanent
positions requiring teachinq certifi-
cales; .

'University of Alaska full-time and
part-time teachers, and fuli-time

Alaska Tsachers' Retirement Systemn

(5)

(6)

(")

(d)

~administrative employees ih positions
requiring academic standing (employ-
ees participating in the University of
Alaska’s-Oplional Retirement Plan are
not covered by the TRS); and

‘members on approved sabbaticalleave
under AS 14.20.310.

Credited Service

M_er_hbefs receive one year of credit if they
- work at least 172 days during & school year.

Members warking less that 172 days receive

" fractional credit based on the number of

days worked. Part-time members. receive
half-time credit for each day worked.-

Members may claim other types of service,
including outside teaching, military, Alaska
Bureau of Indian Affairs, Alaska Territory,
elected official, leave of absence without
pay, unused sick leave, and service that was
not creditable at the time it was performed.

Members receiving TRS disability benefits
continue 1o earn TRS credit while disabled.

Employer Contributia'ns

TRS employers confribute’ the’ amount
requ:red in addition 1o members contnbu-
tions, to fund TRS benefits. - :

Member Contrlbutlons

Members are required to contribute 8.65% of

" their base salary. Members” contributions
" are deducted from gross wages before fed-

eral.income ‘{axes are withheld. Mambers
hired before July 1, 1982, who participate in

“the supplemental contrlbutlons provisionare

requnred to contrlbute an addltlonal 1% of

[Continued)
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(8)

- their base salary (see Death Benefitbelow).
. Member contributions are required for most
- types of claimed service. Members’ contri-

butions ‘earn 4.5% interest, compounded
annually on June 30.

* Terminated members may receive refunds

of their member contribution accounts, which
includes their mandatory contributions,
indebtedness payments, andinterest earmed.

. Terminated members’ accounts may be

attached to satisfy claims under Alaska Stat-
ute 09.38.065, federal income tax levies and

~ valid qualified domestic relations orders.

Refunded accounts and the cotrespending
TRS service may be reinstated upon reem-
pioyment in the TRS.. Accounts attached o

" satisfy claims under Alaska Statute 09.38.065

or a federal iax levy may be reinstated at any

. time. Interest accrues on refunds unti! they
are paid in full or the member retires.

Retirement Benefit

The normal benefit is calculated by
multiplying the member's average base
salary (ABS) times total TRS service times
the appropriate percentage multiplier. The

~ ABS is determined by averaging the three

_highest, annual base salaries.

‘The TRS
pays a minimum benefit o1 $25.00 per month
for each year of service when the calculated
benefit is less.

The percentage multipliers are 2% for
the first 20 years of service and 2.5% for all

- remaining setvice, except that service

haefore July 1,1980 s cairulated at 2%.

Members are eligibte for normat retirament
at age 680 and early retirement at age 55 (if
first hired before July 1, 1990, normal retire-

ment is age 55 and early retirement is age
50). To retire members must have:

(a) eight yea'rs of membership Sen}ice;

(by 15 years of TRS service, if the last five
years are membership service and the
member was first hired before July 1,
1975,

(c) five years of membership service and
three years of Alaska Bureau of Indian
Affairs (BIA) service;

(d) 12 years of combined part-time and
fuli-time membershlp service; or

(e} two'year's of membership servics if the
" member is vested in the Public
- Employees’ Retirement System,

- Members rhay also retire at any age with:

(a) 25years of servicef the last five’ years
are membership service;

{b} 20 years of membership service;

(c) 20years of combined membership and
Alaska BIA service if the last five years
are membership service; or

{d) 20 years of combined part-time and
full-time membership service. .

Members may choose between the normal,
early, and joint and survivot (50%, &6- 2/3%
or 75%) options. Actuarial’ reductions to
benefits are required under all options,
axcept for normal retirement.

Retirement benefits will be actuarially
reduced when there is an indebtedness
remaining at retirement. However, TRS

(Continued)
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(9)

(10}

service used to satisfy the minimum service
requirements for retirement must be paid in
full. .

Reempldyment of Retired Member

Retirement benefits are suspended while
retired memibers are reemployed under the
TRS. During reemplayment, members sarn
additional TRS service and contributions are
withheld from their wages.

Members who retired under the Retirement
incentive Programs (RIPs) who return to
employment under the TRS, Public Employ-
ees’ Retirement System (PERS), ar the Uni-
versity of Alaska & Optionai Retiremeant Plan
will:
(a) forfeitthe three years ofincentive cred-
' its that they received.

owe the TRS 110% of the benefits that
they received under the RIP, inciuding
any costs for health insurance, and
excluding amounts that they paid 1o
participate.

(b}

be charged 7% interest on amounts
owed from the date of reemployment
until the indebtedness is paid-in fuli or
they retire again. Any halance remain-
ing at refirement will result in an actu-
arial reduction to the member's future
bensfits.

(c)_ _

Disability Benefit

TRS disability benefits are paid until the
member dies, recovers or becomes eligibie
for normal retirement. Disabled members
continue to earn TRS service untdl their
normal retirement date. When eligible for
normai retirement, disability benefits termi-

Alaska Teachers' Retiterment System
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nate and the member is appo:nted to normal

retirement.

Monthiy . benefits are equal to 50% of
the member's base salary on the date of
disability. An additional 10% is paid for each
dependent child up to a maximum of 40%.

Death Benefit

When a member dies, benefits are payable

- under the occupational or nonoccupationa

death provisions, unless a surviver's allow-
ance or spouse’s pension is payable under
the supplemental contributions provision.

Occupational Death. ~ When an ‘active
member dies from occupational causes, a
monthly survivor's pension may be paid to
the spouse. The pension equals 40% of the
member’s gross monthly compensation on
the date of death or disability, if earlier. if
there is no spouse, the pensionis paid to the
member’s. dependent childrenn. On the

. member's normal retirement date, the ben-

efit-converts fo a normal retirement benefit
based on the member's average salary on
the date of death or disability and service,
including service that accrues from the date
of the member’s death or ‘disability to the
normal retlrement date.

Nonoccupational Death. When. an active,
vested member dies from nonhoccupational
causes, the surviving spouse may elect fo
receive a monthly 50% joint and survivor

. benafitor alump sum payment. The monthly

benefit is calculated on the member's aver-
age salary and TRS service at the time of

- death.

Upon the death of a member who has less

than one year of service, the designated

{Continuad)
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beneficiary receives the membetr’s contri-
bution account, which includes mandatory
contributions, indebtedness payments, and

interest sarned. The beneficiary also
receives $1,000, pius $100 for each year of
membership service {(notto exceed $3,000),
if the member has more than one year of
TRS service, but less than eight years. An
additionai $500 may be payable if the mem-
ber is survived by dependent children.

Death After Retirement. When a refired

“member dies, the designated beneficiary

receives the member’s contribution account,
less any benefits already paid, |fthe mem-

ber selected a survivor option at retirement,

the eligible spouse receives a continuing,
If benefits are
payable under the supplemental contribu-

_ tions provision, the eligible spouse of

dependent children will receive a spouse’s
pension or survivor's allowance.

Suppfemenra,f Contributions Provision. A
survivor's allowance or spouse’s pension is

~ payable when a member dies while (a a) in

active service or disabled after making
supplemental coniributions for at least one
year, or {b) retired or deferred vested after
making supplemental contributions for at

. least five years.

if a member has dependent children, a

- gsurvivor's allowance equal to 35% of the

member's base salary atthetime of deathor
disability will be paid the spouse. An addi-
tional 10% is paid for each dependent child
up to a maximum of 40%. The survivor's
allowance ceases and a spouse’s pension
becomes payable when there is no fonger
an eligible dependent child.

Aspouse s pension will be paid tothe spouse
if there are no dependent children. The

(12)

(a)

by

(13)

pension equais 50% of the retirementbenefit
that the member was receiving or would
have received if retired at the time of death.
The pension ceases when the spouse dies.

Post Retirement Pension Adjustment

Post retirement pension adjustments
(PRPAs) are granted annually to eligible
benefit recipients when the consumer price
index (CPI) increases during the preceding
calendar year. PRPAs are calculated by
muitiplying the recipient’s base benefit, in-
cluding past PRPAs, times:

75% of the CPI increase in the preceding
calendar year or 9%, whichever is less, if the
recipientis atleastage 65 oron TRS disabil-
ity; or '

50% of the CPI increase in the preceding
calendar year or 6%, whichever is less, ifthe
recipient is at least age 60, or under age 60
if the recipient has been receiving benefits
for at least eight years.

Alaska Cost of Living Allowance

Eligible benefit recipients who reside in
Alaska receive the Alaska cost of living al-
lowance (COLA), which is equal to 10% of
their base benefits. The following benefit
recipients are eligible: '

(a) members who were first hired under
the TRS before July 1, 1990, and their
SUIvivors,

(b) members who weta first hired under
the TRS after June 30, 1990, and their
survivors if they are at least age 65;
and :

(¢} all disabled members.
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